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Introduction 


1. This is my fourth annual report to the House of Commons. As | 
approach the midpoint of my term as Auditor General, I look back with pride at 
the accomplishments of my Office and I look forward to our future challenges. 
In particular, | appreciate the devotion to duty my staff has shown during what 
has been a year of intensive work. 


2. I am deeply touched by Canadians’ continued response to our work over 
the past year. Their messages have reinforced my belief that Canadians expect 
their government to manage its programs and services well; give them value for 
their tax dollars; and be honest, forthcoming, and accountable for its actions. 


3. Typically, my annual chapter on matters of special importance highlights 
the work of my Office over the previous year. However, with the increased 
attention being given to governance issues and the start of a new Parliament, I 
would like to suggest some issues, based on my perspective as Parliament’s 
auditor, that members of Parliament may want to consider: 


* the need to clarify the accountabilities of ministers and senior public 
servants; 


¢ the need for greater parliamentary scrutiny of government spending to 
ensure that the government is accountable for its operations; and 


* the need to follow closely the government’s ambitious efforts to transform 
and strengthen public sector management, including monitoring these 
efforts to ensure that changes are fully implemented. 


4, In this chapter I would also like to explain briefly the role of the Office of 
the Auditor General as the auditor for Parliament. 


Working together: Parliament, the government, and the public service 


5. The past year marked a period of substantial change: the recent federal 
election; the reorganization of the federal government, which started a year 
ago; and the introduction of measures to strengthen management in the public 
service. Underlying these changes is the need for Parliament, the government, 
and the public service to work together in ways that serve Canadians well. 
While each is without doubt committed to working for the common good of the 
country, to truly achieve this objective all three must work together 

each fulfilling its own responsibilities and respecting the roles 


constructively 
of the others. 


Parliament holds government accountable to Canadians 


6. Parliament is one of our deepest and most fundamental expressions of 
democracy, an institution that helps to define our nation and its character. In 
addition to passing laws, one of Parliament’s primary duties is to maintain 
responsible government by holding the Prime Minister and Cabinet 
accountable to it and, ultimately, to Canadians. Canadians elect their members 
of Parliament to play this crucial role, with a mandate to speak and act on their 


behalf. 
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Accountability—the obligation to render an 
account of, and accept responsibility for, one’s 
actions, both...the results obtained and the 
means used. 


Report of the Auditor General of Canada, 
Chapter 7, March 2004 


Responsibility—(dentifies the field within 
which a public office holder (whether elected or 
unelected) can act; it is defined by the specific 
authority given to an office holder (by law or 
delegation) 


Guidance for Deputy Ministers, 2003 


3 Parliamentarians work hard to fulfill the many responsibilities they 
assume. Theirs is a difficult job: holding public office requires a high level of 
something that veteran members of 


personal and professional sacrifice 
Parliament will no doubt tell their colleagues in the 38th Parliament who are 
sitting in the House for the first time. As well as acting on behalf of their own 
constituents, they work for all Canadians through their activities related to 
passing legislation and their oversight of government. 


The government of the day provides the public service with direction 


8. The government of the day puts forward a policy and management 
agenda to serve the diverse needs and interests of Canadians, and it reports 
back to Parliament on its actions and accomplishments. The government 
proposes new laws in Parliament, and its ministers give the public service the 
direction it needs to deliver programs and policies. In turn, the public service 
supports the government and ministers by providing professional, non- 
partisan advice, and it serves Canadians by delivering programs under present 
laws and policies. 


9. Parliament, the government, and the public service each have key roles 
and responsibilities in the parliamentary system. While there may be natural 
tensions between them, only by working together can they achieve the 
desired results for Canadians. One issue of particular concern to me, one | 
have mentioned in previous reports, is the need for accountabilities of 
ministers and senior public servants to be clear and to be respected. 


Accountabilities of ministers and senior public servants 
need to be clarified 


10. On the surface, the accountabilities and responsibilities of ministers 
and senior public servants are unambiguous. Canadians elect the 
government, and it is to be held to account in Parliament for the way it uses 
public authority. Ministers are individually accountable to Parliament for 
their own actions and for all aspects of their departments’ and agencies’ 
activities. Deputy ministers and public servants are accountable to ministers, 
not to Parliament directly. 


11. These key aspects of accountability in Canada rest on traditional 
principles of Westminster-style government, but they are applied in an 
environment quite different from the one that existed when they were 
established in the 18th century. Increasingly, questions have arisen about 
whether these principles are still appropriate in today’s environment, whether 
they are well-defined, and whether they are observed consistently. 


12. Calls to clarify accountability have come from many directions. 
Canadians are demanding greater accountability for the way the government 
spends their tax dollars and uses its authority. Academics question the 
relevance of stated tenets of accountability in today’s complex and rapidly 
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changing environment. Public institutions and parliamentary committees 
debate the concept, search for more definition, and seek alternatives. 


13. My Office has a long-standing interest in accountability. Many of our 
audits have examined it in practice, and we have urged that action be taken 
to ensure that it is respected, to clarify it where necessary, and to translate 
those clarifications into consistent practice. It is clear by now that 
accountability is an important contributor to good governance. Events have 
shown that it is time to clarify the principle and how it will be practised. 


14. One concrete example that needs to be addressed is that senior public 
servants are sometimes asked at parliamentary committee hearings to defend 
policies promulgated by their ministers. Ministers, who in fact are 
accountable for policy issues, do not always attend committee hearings. This 
points to the need for clarifying and respecting the roles and responsibilities of 
senior public servants when they appear before committees. Committees may 
want to consider developing formal guidance that would set the parameters 
for the types of questions that committee members may ask of senior public 
servants. At the same time, committees may also want to set out their 
expectations of ministers when they do appear before them to discuss 
legislation or the Estimates. 


15. The government recently issued several documents to explain 
accountability and responsibility, including its Guide for Ministers and 
Secretaries of State; Guidance for Deputy Ministers; the Management 
Accountability Framework; and the Values and Ethics Code for the Public 
Service. I have expressed concern in previous audits about the clarity of the ° 
documents and have recommended that the government describe more fully 
how it intends to turn into action the principles they set out. 


16.  Inits current efforts to transform and strengthen public sector 
management, the government has recognized that the accountabilities and 
responsibilities of ministers and senior public servants need to be defined 
more completely. Earlier this year, it undertook a review to determine 
whether the doctrine of ministerial responsibility and accountability is fully 
understood and whether it needs to be adjusted. This represents an important 
step, as there are significant issues related to this concept that warrant further 
study and explanation. 


Parliamentarians’ attention may help the government clarify roles and responsibilities 


17. I believe that the clarification of the government’s existing 
accountability documents and its current review of the issue offer an 
opportunity to examine the appropriateness and effectiveness of ways of 
holding ministers and senior public servants to account for their decisions 
and performance. It has been argued that another dimension that needs to be 
added to this discussion could be termed “duty”—the obligation of all 
participants to act in the public interest—a concept that transcends legal 
responsibility. I would agree that this is an important dimension of the 


discussion. 
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18. Parliamentary opportunities to debate these fundamental issues do not 
come along every day; I would encourage members of Parliament to give 
particular attention to these issues when they are brought before them. 
Indeed, parliamentarians have an essential role to play in this process, as they 
may be in the best position to facilitate the next step by encouraging the 
government to move quickly to resolve these issues. 


Greater parliamentary scrutiny of government spending 
will aid accountability 


19. Parliament authorizes both the government’s raising of revenues and its 
expenditures. One important aspect of parliamentarians’ work is their role in 
ensuring, through their review of the government’s spending and revenue 
plans and its performance reports, that the government is accountable for its 
Operations. 


The Estimates process provides parliamentarians with an opportunity to challenge the 
government’s plans and review the results 


20. Parliamentarians scrutinize the performance expectations set out in the 
government's plans and priorities documents, and they review its subsequent 
reports on actual performance. Each spring, the government’s Main Estimates 
set out its planned spending and expected results in the reports on plans and 
priorities tabled for each department and agency (including plans for the use 
of human resources, assets, tax expenditures, and revenues). Each fall, 
departmental performance reports by each department and agency outline 
the results achieved in relation to the plans. 


21. These Estimates documents are fundamental to an effective 
accountability relationship between Parliament and the government. 
Standing committees of the House of Commons are the primary vehicle for 
parliamentarians’ review of the Estimates documents. Recent changes, such 
as the creation of the Standing Committee on Government Operations and 
Estimates in 2002, are intended to improve the Estimates review process. 


22. However, as several of our past audits have shown, the government 
needs to improve the Estimates documents. Their close review by Parliament 
could serve to help strengthen them. The government needs to be clear and 
specific about its plans in order to allow for thorough parliamentary review 
and challenge of the Estimates. In turn, parliamentarians’ more in-depth 
analysis of departments’ and agencies’ performance reports closes the 
accountability loop by holding the government to account for its performance 
against its plans. Parliamentarians may wish to consider in more detail the 
linkages among the Government Expenditure Plan, the Main Estimates, 
reports on plans and priorities, and departmental performance reports. 


23. I was pleased to note in this year’s Budget speech that special 
examinations of Crown corporations (a form of performance audit) that are 
conducted by my Office are to be tabled in Parliament and posted on the 
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corporations’ Web sites. Closer parliamentary scrutiny of Crown corporations 
through the review of special examinations and other Crown corporation 
documents that are tabled in the House—corporate plan summaries, capital 
and operating budget summaries, and annual reports—may improve the 
accountability of these public institutions. 


Current efforts to change government need to be 
managed carefully 


The government has launched an ambitious management reform agenda 


24. Beginning 12 December 2003 and continuing into 2004, the 
government made a series of announcements as part of the Strengthening 
Public Sector Management initiative. It announced a fundamental review of 
all programs and expenditures to ensure that spending remains under control 
and closely aligned with the evolving priorities of government. This includes 
identifying significant savings to the government through reviews of 
departments, assessing the adequacy of management of horizontal policies 
and programs, and identifying opportunities for improvements in government 
operations in areas such as capital asset management as well as procurement 
and contracting. It also involves reviews of the Financial Administration Act, 
accountabilities and responsibilities of ministers and senior public servants, 
and Crown corporations. 


25. This is an ambitious initiative, a major addition to the government's 
existing policy and management agenda. Its implementation will doubtless 
require significant financial resources and commitments of time on the part of 
the public service. I would raise a note of caution as the government 
undertakes these reviews and considers actions to modernize its operations: 
the magnitude of change it is contemplating is considerable, and the public 
service may not have the capacity to conduct all of these reviews and make 
all of the changes in a short period of time. The government may wish to 
consider staggering the reviews and the implementation of changes arising 
from them. 


Parliamentarians’ involvement can encourage far-reaching changes 


26. These efforts to transform and strengthen public sector management 
have the potential to lead to far-reaching changes; parliamentarians may wish 
to assume an active role in overseeing them. The involvement of members of 
Parliament can encourage the government to fully implement the needed 
changes. Parliamentarians could consider designating a standing committee 
responsible for monitoring the initiative’s progress. 
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Our role as auditor for Parliament 


27. The role of the Office of the Auditor General is to audit government 
operations and to provide the information that helps Parliament hold the 
government to account for its stewardship of public funds. Our responsibility 
is to Parliament. We assist Parliament in its work related to the authorization 
and oversight of government spending and operations. We attend hearings 
before a wide range of parliamentary committees to discuss in more detail our 
work on the issues they consider. 


28. Indeed, the audit function—both internal audit and external audit— 
has a key role to play in government. The government's internal auditors 
provide senior government managers with the assurances they need that 
departmental systems and controls are working well. As the government's 
external auditor, my job is to give Parliament the information and assurance it 
needs to effectively hold the government to account for its use of public 
funds. 


29. ‘By their nature, audits often signal weaknesses, and in turn provide 
recommendations for addressing them. Where they are implemented, 
recommendations help to improve the government’s management of 
programs and practices in departments and agencies. In some cases, however, 
audit reports—including our reports—can have unintended consequences. 


30. One such consequence could be that in response to audit reports, the 
government might impose more rules and controls on government operations 
instead of considering other options to correct deficiencies. While 
management is always a balance between exercising flexibility and imposing 
control, adding more controls might not address identified problems. I have 
said that more controls are not necessarily the solution; existing controls 
should be made clear and meaningful and should be applied consistently. 


31. It is important that departments have some flexibility to decide how 
they will deliver their programs and services. There has to be an environment 
in which departments and public servants can learn without fearing that 
mistakes will be viewed out of context. Public servants need to be supported 
by senior management as they work to implement the government’s agenda, 
and have confidence in the support of their minister and deputy minister if 
problems should arise. Public servants need the space to do their jobs—and to 
take reasonable, well-considered risks and to be creative—or they will 
become risk-averse and their creativity will be stifled, to the detriment of 
Canadians. Innovation and continuous learning need to be fostered. 


32. Indeed, in a large and complex organization like the federal 
government there are bound to be mistakes, despite the best efforts of those 
involved. While certain actions and behaviours should not be tolerated, 
mistakes can happen. Each situation needs to be evaluated in its own context. 
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Canadians are well served by their federal public service 


33. Another unintended consequence of audit reports is that while they 
present findings on specific programs or issues, those findings are sometimes 
generalized as applying to the government as a whole. This could serve to 
diminish the trust Canadians have in government and the public service. 


34. ‘That would be unfortunate. Each day, thousands of public servants do 
significant and often unheralded work to improve the lives of millions of 
Canadians, many in the most vulnerable segments of society. This work 
ranges from processing Canada Pension Plan, Old Age Security, and 
Employment Insurance benefits to inspecting and ensuring the safety of our 
food supply, to working to preserve and enhance the quality of our natural 
environment, to serving in peace keeping operations. Public servants protect 
our sovereignty, our security, and our economic interests at home and abroad. 
I continue to be impressed by the professionalism, commitment, and 
resilience of public servants in their efforts to ensure that Canadians are well 
served by their government. 


Conclusion 


35. It has been said that trust in government is no longer a given; it must 
be earned. Indeed, Canadians are demanding more and deserve more from 
public sector leaders and institutions. To serve Canadians effectively, to 
maintain and, in some cases, regain their trust, the key players in our 
parliamentary system—Parliament, the government, and the public service— 
need to work together to ensure that roles and responsibilities are well 
understood and respected. Their relationship needs to work for Canadians. 
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Internal Audit in Departments 
and Agencies 


Chapter 1 Main Points 


1.1 


We assessed the extent to which internal audit groups in six federal 


organizations had met professional standards and complied with the Treasury 
Board Policy on Internal Audit. We found that it varied considerably across 
these organizations. 


2 


In two organizations (Public Works and Government Services Canada 
and the Royal Canadian Mounted Police), the internal audit group 
generally met the International Standards for the Professional Practice of 
Internal Auditing. 


Three departments partially met the standards (Foreign Affairs and 
International Trade, Human Resources Development Canada, and 
Natural Resources Canada). 


One agency did not meet many of the standards (Canadian 
International Development Agency). 


Our work identified a number of important factors that, if 


implemented, could have a positive influence on the quality of internal audit 


across government: 


1.3 


a consistent understanding on the part of senior management of the role 
that internal audit can and should play; 


a departmental audit committee with external members who are 
independent of management; 


a clear human resource strategy at the department, central agency, and 
government level that sets out the qualifications and appropriate 
number of staff for the internal audit community; 


a focus on assurance services; and 


a strategy to ensure appropriate internal audit coverage and capacity in 
small entities. 


We found that the Treasury Board Secretariat has yet to establish and 


fund a strategy that will enable it to meet the requirements of the Policy on 
Internal Audit and the expectations of the internal audit community. 


Background and other observations 


1.4 


Internal audit is an important element in enabling deputy heads to 


ensure that their departments have an effective internal control system. 
Internal auditors conduct risk-based audits and identify, where necessary, 
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improvements in an organization’s risk management strategy and practices, in 
its management control framework, and in the information systems it uses for 


decision making and reporting. 


15 Effective | June 2004, the government re-established the Office of the 
Comptroller General to strengthen comptrollership and oversight across the 
federal government. The Comptroller General’s key duties include setting or 
reviewing auditing standards and policies of the Government of Canada, 
providing leadership to ensure and enforce appropriate financial controls, and 
promoting sound resource stewardship at all levels across the federal 


government. 


The Treasury Board Secretariat has responded. The Secretariat agrees that 
improvement is required. The government has directed the Secretariat to 
establish a more effective government internal audit function. As a result, the 
Comptroller General is currently developing proposals to ensure that the 
Canadian public service has a high performance internal audit regime. These 
proposals address many of our recommendations and are described following 
the conclusion. 
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Implementation of 
the National Initiative 
to Combat Money Laundering 


Chapter 2 Main Points 


21 ‘To strengthen its anti-money-laundering strategy, in 2000 Canada 
introduced the National Initiative to Combat Money Laundering, making it 
mandatory to report certain financial transactions to the new Financial 
Transactions and Reports Analysis Centre, or FINTRAC. The mandate of 
FINTRAC was to analyze these transaction reports and disclose information 
to police and other authorities to facilitate the investigation and prosecution 
of money laundering. After September 11, 2001, FINTRAC’s mandate was 
broadened to also apply to the financing of terrorist activities. Canada now 
has a comprehensive strategy against money laundering and terrorist 
financing that is generally consistent with international standards. However, 
a number of factors impede the strategy’s performance. 


22 Legislation limits the information FINTRAC may disclose on 
suspicious transactions to so-called “tombstone” data: account numbers; 
names of the account holders; and places, dates, and values of transactions 
that have occurred. When a disclosure is related to an ongoing investigation, 
these data can be useful in corroborating findings or providing new leads. 
Otherwise, law enforcement and security agencies normally find that the 
information FINTRAC discloses is too limited to warrant action, given their 
existing caseloads and scarce resources. In short, as the system now works, 
FINTRAC disclosures can contribute to existing investigations but rarely 
generate new ones. 


23 Effective efforts against money-laundering and terrorist-financing 
activities begin where these activities take place—with the financial 
institutions and others that handle the illicit funds. FINTRAC has an 
extensive outreach program to help the parties who are required to report 
understand their obligations. However, it gives them little feedback on their 
reports and on trends in money laundering and terrorist financing, feedback 
that could help them identify suspect transactions and produce better reports. 
Moreover, policies and procedures to monitor and ensure their compliance 
with reporting requirements have still not been implemented fully. 


24 The Initiative involves a partnership among several federal 
organizations, law enforcement and security agencies, and industry regulators. 
All of these partners need to work together closely if resources are to be used 
effectively to detect and deter money-laundering and terrorist-financing 
activities. We found that while the partners interact regularly, co-operation 


among them could be improved. 
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25 One area where improved co-operation would help is the development 
of effective accountability mechanisms for the Initiative. FINTRAC collects 
and analyzes huge quantities of reports and other information and provides 
financial intelligence to law enforcement agencies and other authorities. It 
depends on their feedback to know how they use its disclosures and to what 
benefit. To date, however, not all recipients track their use of the information 
disclosed to them by FINTRAC. Without a comprehensive system for 
monitoring the use of its disclosures, it is impossible for FINTRAC to assess 
the value of the intelligence it provides and how it can be made better. It is 
equally impossible to assess the Initiative’s performance overall and its impact 
on money-laundering and terrorist-financing activities in Canada. 


26 We identified a number of government actions needed to make the 
Initiative more effective: 


* Broaden the kinds of information that FINTRAC may disclose, within 
limits that respect the privacy rights of Canadians. 


* Implement a management framework to provide direction and to 
strengthen the co-ordination of efforts within the federal government 
and with stakeholders at other levels of government and in the private 
sector. 


* Establish accountability structures to ensure that the information 
needed for measuring the Initiative’s performance is collected and that 
results are reported to Parliament regularly. 


27. Legislation calls for parliamentary review of the Initiative by 

5 July 2005. The parliamentary committee conducting that review may wish 
to look at these issues and at whether lawyers are still exempt from the anti- 
money-laundering legislation, as they have been since March 2003 following 
successful legal challenges. 


The government has responded. FINTRAC, the Department of Finance 
Canada, and the Canada Revenue Agency are in general agreement with our 
recommendations. Their respective responses are included in full throughout 
the chapter. 
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National Defence 


Upgrading the CF-18 Fighter Aircraft 


Chapter 3 Main Points 


3.1. Fourteen years will have elapsed from the time National Defence 
identified the need to modernize the CF-18 until Phase | upgrades are 
completed on 80 of 119 fighter aircraft in 2006. Phase 2 concludes the 
modernization and is scheduled for completion in 2009, after which National 
Defence expects to fly the CF-18 until 2017 or longer. Delays in the approval 
processes, the budget cutbacks of the late 1990s, and the increasing cost of 
maintaining existing equipment have contributed to the length of time taken 
before the aircraft’s deficiencies could be fixed. 


3.2 In Phase 1, we found some problems with project and risk 
management, staff shortages, and approval delays. These concerns need to be 
addressed so that they do not become impediments to the successful 
completion of Phase 2. If they aren’t addressed, the final delivery of fully 
upgraded CF-18s could be delayed beyond 2009. The current CF-18 airframe 
has a limited amount of flying hours left, so the Department needs to take full 
advantage of its investment in the modernization by ensuring upgrades are 
installed and available to pilots as soon as possible. 


33 We looked at the largest-dollar contract for each of the five upgrades and 
found them to be within cost. We found that the work being done on the 
aircraft was addressing critical deficiencies and National Defence officials 
were satisfied that the aircraft being delivered at the time of our audit were 
meeting the Department's performance expectations. 


34 When delays and staff shortages threatened certain testing milestones, 
operational and technical test staff at the Department worked together to 
overcome those problems and meet their deadlines. 


3.5 Three of the five Phase | upgrades are proceeding on time; two are 
behind schedule. One, a flight simulator training system, was to be ready for 
pilot training by the time Phase 1 upgraded aircraft were delivered; instead, 
the system is delayed by up to two years. As a result, the Department will 
forgo savings expected by using the old training system until the new one 
arrives and may see increased fatigue on the aircraft due to added flying 


training hours. 


36 Inorder for National Defence to get full advantage of the improved 
operational capabilities until 2017 or longer, it must ensure that it can address 
existing pilot shortages, shortages of air technicians who maintain the 
aircraft, shortages of spare parts to keep the aircraft flying, and budgetary 
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pressures on operational funding. Until these concerns are resolved, National 
Defence cannot get assurance that the $2.6 billion investment in the CF-18 
will enable it to meet operational demands until 2017 or longer. 


Background and other observations 


3.7 National Defence is modernizing 80 of its CF-18s to fix capability 
deficiencies that have existed since the early 1990s. The $2.6 billion multi- 
year, multi-project upgrade will enable the Air Force to fly these aircraft until 
2017, or longer, with improved avionics, weapons, and communications 


systems. 


38 When purchased in 1980, the CF-18 life expectancy was up to 2003. 
However, by 1992, after deploying the aircraft to the Gulf War in 1991, the 
Department had concerns about several deficiencies. 


39 With ongoing maintenance, some upgrade work, and structural fatigue 
life management, the Department planned to prolong the life of the 
pre-modernized fleet to 2010, recognizing it could continue to fly, but its 
capabilities would be limited. In 1998, National Defence granted internal 
approval to begin modernizing the CF-18 aircraft fleet through a series of 
incremental upgrades and modifications. These would occur between 2001 
and 2009 and address critical deficiencies such as identifying friend or foe 
aircraft, effectively interoperating with other aircraft in joint operations, 
communicating on continually secure channels, and defending against 
jamming of its radio and radar. The number of aircraft to be modernized was 
based primarily on affordability. Plans for the 39 remaining aircraft were not 
finalized at the time of our audit. Some of these aircraft have been used as a 
source of spare parts. 


3.10 In our 2001 Report, Chapter 10, National Defence In-Service 
Equipment, we reported on the availability of military equipment and looked 
at the performance of the CF-18. We examined abort rates, which are the 
number of failures per 1,000 flying hours that result in cancelled missions, and 
found that the CF-18 was experiencing a growing number of aborts. Aging 
and reduced funding combined to restrict the performance and availability of 
these aircraft. 


The Department has responded: National Defence agrees with all the 
recommendations and has committed to taking action to address concerns we 
raise in this chapter. 
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Management of Federal Drug Benefit 
Programs 


Chapter 4 Main Points 


41 Our audit of the federal government's drug benefit programs found a 
lack of leadership and co-ordination in the provision of drug benefits. The six 
federal organizations that administer the programs approve most of the same 
drugs and deliver them through the same pharmacy system in Canada. 
However, the failure to co-ordinate their efforts has led to missed 
opportunities to save money and contain costs. 


4.2 Studying drug use patterns, and taking appropriate action, can prevent 
the misuse of drugs and help ensure that clients realize the intended health 
outcomes of drug benefit programs. The federal government has current, 
highly informative data on the drug use of each of its clients; however, these 
data are not being systematically assessed and disseminated to health care 
professionals. The data provide an important source of medically relevant 
information for Health Canada, Veterans Affairs, the RCMP and National 
Defence, all of whom share responsibility for improving or maintaining the 
health of their respective clientele, in partnership with industry and service 
providers. Failure to share this information could result in less than optimal 
health outcomes for many clients. 


43 In managing these programs, federal organizations have not taken 
advantage of known cost-saving opportunities in order to ensure the 
programs’ long-term sustainability. As a result, the government may be 
spending tens of millions of dollars annually more than necessary. 


Other observations 


44 The federal government is the fourth largest payer of prescription drug 
benefits in Canada, after Ontario, Quebec, and British Columbia. It spends 
more than $430 million annually on prescription drugs for about one million 
Canadians. These costs have risen by 25 percent over the past two years. 


45 Other than for cost, most federal organizations have neither objectives 
nor performance measures that are specific to their drug benefit activities. 
Without specific objectives and related performance information, 
organizations have no means of assessing whether their activities are meeting 


intended purposes and are cost-effective. 
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46 Audits of pharmacies have identified significant overcharges owed to 
the Crown. These amounts owing have not been recorded in the Public 
Accounts of Canada as required by the Treasury Board Policy on Receivables 
Management. 


The government has responded. Federal organizations agree with all of our 
recommendations and their responses are included in this chapter. The 
government has told us that details on actions to be taken will be 
communicated to us within a few months. 
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Education Program 
and Post-Secondary Student Support 


Main Points 


§.1 Although Indian and Northern Affairs Canada carried out more 
studies and undertook several new initiatives in elementary and secondary 
education, it made limited progress in addressing most of the issues and 
recommendations raised in our April 2000 Report and in the June 2000 
Report of the Standing Committee on Public Accounts. The Department 
does not know whether funding to First Nations is sufficient to meet the 
education standards it has set and whether the results achieved are in line 
with the resources provided. The budget for this program is over $1 billion 
annually. 


§.2 We remain concerned that a significant education gap exists between 
First Nations people living on reserves and the Canadian population as a 
whole and that the time estimated to close this gap has increased slightly, 
from about 27 to 28 years. 


5.3. The number of First Nations people having a post-secondary 
certificate, diploma, or degree continues to grow. However, we found 
significant weaknesses concerning the Post-Secondary Student Support 
Program’s management and accountability framework. The Department has 
not clearly defined its roles and responsibilities. The way it allocates funds to 
First Nations does not ensure equitable access to as many students as possible, 
and the Department does not know whether the funds allocated have been 
used for the purpose intended. In addition, the information available on the 
performance of the program is inadequate. As a result, the Department does 
not know whether program funds are sufficient to support all eligible 
students, and it has no assurance that only eligible students taking eligible 
courses are receiving funding. The budget for this program is about 

$273 million a year. 


5.4 We also noted discrepancies in the information that the Department 
provided to the Treasury Board about the way the program operates. 
Moreover, Parliament is not receiving a complete picture of the program and 
how effective it has been in narrowing the gap in post-secondary education 
between First Nations and the Canadian population as a whole. 


9.9 The Department is currently carrying out a comprehensive review of 
all its policy and program delivery authorities, including its education 
programs. This exercise provides the Department and central agencies, in 
consultation with First Nations and other parties, an opportunity to take a 
fresh look at the programs’ design, administration, and accountability for and 


reporting of results. 
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Background and other observations 


5.6 The elementary and secondary education of children living on reserves 
is covered by various statutes, treaties, agreements, and government policy, 
and it involves numerous players. Indian and Northern Affairs Canada and 
central agencies establish funding levels, education policy, and delivery 
requirements. The Department also operates seven schools. Under various 
funding arrangements with the Department, First Nations deliver education 
on reserves, arrange to buy education services from local school boards, or use 
a combination of both. Provinces and school boards provide education to 
on-reserve children attending schools outside their community. Some 
students attend private schools. At the post-secondary level, the Department 
transfers funds to First Nations to provide financial assistance to eligible 
students, living on or off reserves, to defray the cost of tuition, books, and 
supplies. When applicable, financial assistance also covers travel and living 
expenses for full-time students and their dependents. 


5.7 Many First Nations students and communities face fundamental issues 
and challenges that are more prevalent for them than for other Canadians 
and may impede their educational achievement. For example, most First 
Nations communities are small, with fewer than 500 residents. Thus, their 
schools have difficulty providing a range of educational services. 


5.8 In addition, the First Nations population is young and growing. 
According to the Department, about 40 percent of the Registered Indian 
population is under the age of 19, compared with 25 percent for the Canadian 
population. The Department projects that the on-reserve Registered Indian 


population will grow from about 445,000 in 2003 to 700,000 by 2021. 


5.9 Education is critical to improving the social and economic strength of 
First Nations individuals and communities to a level enjoyed by other 
Canadians. All parties, including the Department, First Nations, provinces, 
school boards, parents, and the students, need to work together to improve 
results. We believe that the Department needs to take a leadership role in 
addressing long-standing issues affecting First Nations education. In 
particular, the Department needs to urgently define its own role and 
responsibilities and improve its operational performance and reporting of 
results. 


The Department has responded. The Department accepts all the 
recommendations. It reiterates its commitment to working with First Nations 
and other stakeholders to improve the educational outcomes of First Nations 
students and states that success in First Nations education must be measured 
over the long term. 
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Resolving Disputes and 
Encouraging Voluntary Disclosures 


Main Points 


61 A-key activity of the Canada Revenue Agency’s Appeals Branch is 
resolving objections to income tax and GST assessments as well as appeals of 
Canada Pension Plan (CPP) and Employment Insurance (EI) rulings and 
assessments. We found that the Branch is resolving most of the income tax 
and GST objections it receives, and it is doing this in a way that is fair and 
impartial. As well, over half of the objections are resolved within the 
timeliness goals that the Agency has set. However, taxpayers can appeal their 
case to the Tax Court of Canada if they have not received a decision from the 
Appeals Branch after 90 days. Many of the Branch’s timeliness goals for 
income tax objections exceed 90 days by a large margin. 


6.2 The Branch is resolving CPP and EI appeals impartially but has 
difficulty resolving them in a timely way. The Agency needs to consider a 
more efficient overall process for dealing with CPP and EI rulings, which are 
issued by the Revenue Collections Branch, and any related appeals of those 
rulings, which are dealt with by the Appeals Branch. 


63 The Appeals Branch also administers the Agency’s Voluntary 
Disclosures Program. The program has encouraged taxpayers and GST 
registrants to correct past errors or omissions. However, we found that the 
program is not administered consistently across the country. Further, we are 
concerned that the Agency has gone beyond what Parliament was told the 
legislation supporting the program would be used for. 


Background and other observations 


6.4 ‘Taxpayers and GST (or HST) registrants who disagree with 
assessments by the Canada Revenue Agency on income tax, GST, and excise 
tax matters can file an objection with the Agency. Affected parties who 
disagree with the Agency’s rulings and assessments on Canada Pension Plan 
and Employment Insurance can appeal. These objections and appeals are 
reviewed by the Agency’s Appeals Branch. In 2003-04, appeals officers 
adjusted about 62 percent of the income tax and GST assessments they 
reviewed. 


6.5 The Voluntary Disclosures Program allows taxpayers and GST 
registrants to correct inaccurate or incomplete information previously 
reported to the Agency, or to disclose information not previously reported, 
without penalty or prosecution and sometimes with reduced interest. Its goal 
is to promote compliance with the tax laws. The Agency needs to analyze the 


program’s results to ensure that this goal is being met. 
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The Agency has responded. The Canada Revenue Agency agrees with all of 
our recommendations. In its responses, it describes actions it will take to 
address the recommendations. 


The Agency disagrees with our concern that it has gone beyond what 
Parliament was told the legislation supporting the Voluntary Disclosures 
Program would be used for. The Agency believes that the intent of Parliament 
is contained in the words of the acts passed by Parliament. 
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Parliamentary Order Paper Questions 


Main Points 


71. The written questions (order paper questions) that members of 
Parliament submit to the government are an important part of the 
parliamentary system. They are among the tools that members of Parliament 
can use to hold the government to account. In February 2004, the Governor 
in Council asked our Office to carry out an audit of the second response to 
Order Paper Question 37, provided in January 2004. It relates to transactions 
with the holdings of the blind management agreement of the former Minister 
of Finance. In preparing its response the government used the time period of 
January 1993 to October 2003, which was the longest time period possible for 
the response. 


72 Except for the effect of the practices noted below, we have concluded 
that the process was sufficient for the response to Order Paper Question 37 
dated 28 January 2004, in the amount of $161 million, to be reasonably 
complete with respect to grants, contributions, and contracts from the 
government. Port authorities, as shared governance organizations, were not 
asked to respond to Question 37 because, in the opinion of the government, - 
these kinds of organizations are not considered to be part of government. In 
our opinion the port authorities, which are included in the Public Accounts 
of Canada as part of the government, are agencies of government and should 
have been tasked with responding to the question. We cannot quantify the 
effect on the government’s response of the practice of not seeking 
information from all relevant organizations. 


13. The government exercised considerable oversight in developing the 
second response to Question 37. We noted that the process followed was 
more rigorous than for the first response. While recognizing the limitations of 
government systems and the difficulties in responding to questions that cover 
long periods of time, we noted that there was room for improvement. 


714 In addition, the response did not include the government’s guarantee 
of a $10 million loan by a commercial bank to a company included in the 
holdings of the blind management agreement of the former minister of 
Finance between November 1993 and November 1994. The loan guarantee 
was issued in June 1993, before the start date of the blind management 
agreement in November 1993. The CSL Group Inc., which was one of several 
companies that had a minority interest in the company, disposed of its 
interest in November 1994. The government, which was the majority 
shareholder in the company, made no payments in connection with this 


guarantee. 
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75 In March 2004, as a result of difficulties encountered in preparing a 
response to Question 37, the Government House Leader announced a series 
of reforms intended to ensure that parliamentarians would receive adequate 
information in responses to their questions. For example, the Privy Council 
Office may designate a lead department to co-ordinate, review, and validate 
responses to complex, horizontal questions that involve several departments 
and agencies. Also, the Privy Council Office is now asking departments to 
designate a senior official to sign a statement of completeness certifying that 
the information in the response is complete and accurate. While these are 
positive initiatives, they have yet to be fully implemented. 


76 In addition to Question 37, we audited four other order paper 
questions. We have concluded that the process used to answer those four 
questions, as was the case for the first response to Question 37, led to 
incomplete responses. The reasons for the incomplete responses include the 
following: 


« Key terms were not defined by the Privy Council Office. 
- There was a lack of appropriate level of care by departments in searching 


for information. 


* There was a failure of organizations to provide the requested 
information in their responses. 


This conclusion cannot be generalized to responses to all order paper 
questions. 


1] Additional measures, beyond those announced by the government in 
March 2004, are needed to strengthen the process of responding to order 
paper questions. Such measures would include, for example 


* clarifying the questions to ensure more relevant, useful responses; 


* providing members of Parliament with contextual information and the 
limitations in preparing the response; 


* obtaining full responses from all relevant Crown corporations; 
* strengthening departmental search procedures; 


* presenting responses in an aggregated format, which could be more 
useful to a member of Parliament; and 


* updating the Privy Council Office’s process for tracking questions and 
responses. 


78 In the case of Question 37, we noted that the process for completing 
the public declaration of declarable assets should be strengthened by 
requiring the trustee to certify that the information provided to the Office of 
the Ethics Commissioner is complete. 


79 The government should address the recommendations set out in this 
report to strengthen the process that supports an important aspect of our 
Parliamentary system of government—the right of members of Parliament to 


receive the information necessary to hold the government to account. 
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Background and other observations 


7.10 The Government of Canada is a large and complex organization. 
Information systems vary within departments and across government. It can 
therefore be difficult to get complete and accurate information to answer 
questions from members of Parliament, particularly those that ask for 
information over longer periods of time. 


7.11 The government faces a significant number of challenges in responding 
to order paper questions. These include 


+ changes in the structure of government departments over time, 


* changes to government information systems and the introduction of 
new systems, 


* the government's policy of retaining records for the current year and the 
previous six years, and 


* departmental information systems designed to meet management’s 
needs and not necessarily structured in a way that supports responses to 
order paper questions. 


The government has responded. The government is in agreement with our 
recommendations. Its responses are included throughout the chapter. 
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Other Audit Observations 


Main Points 


8.1 This chapter fulfills a special role in the Report. Other chapters 
normally report on performance audits or on audits and studies that relate to 
operations of the government as a whole. Other Audit Observations discusses 
specific matters that have come to our attention during our financial and 
compliance audits of the Public Accounts of Canada, Crown corporations, 
and other entities, or during our performance audits or audit work to follow 
up on third-party complaints. Because these observations deal with specific 
matters, they should not be applied to other related issues or used as a basis 
for drawing conclusions about matters not examined. 


8.2 This chapter covers one new issue: 


- Telefilm Canada—The majority of the activities of Telefilm Canada are 
not consistent with its Act. 


83 The Standing Committee on Public Accounts has requested that we 
continue to bring to Parliament’s attention previous observations that have 
not been resolved. In this Report, we follow up on two of these observations: 


¢ The surplus in the Employment Insurance Account—Non-compliance 
with the intent of the Employment Insurance Act; 


* Parc Downsview Park Inc—Unresolved issues related to the transfer of 
Downsview lands and the financing of Downsview Park’s future 
Operations. 
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Internal Audit in Departments 
and Agencies 


All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 
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Internal Audit in Departments 
and Agencies 


Main Points 


11 | We assessed the extent to which internal audit groups in six federal 
organizations had met professional standards and complied with the Treasury 
Board Policy on Internal Audit. We found that it varied considerably across 
these organizations. 


* In two organizations (Public Works and Government Services Canada 
and the Royal Canadian Mounted Police), the internal audit group 
generally met the International Standards for the Professional Practice of 
Internal Auditing. 


+ Three departments partially met the standards (Foreign Affairs and 
International Trade, Human Resources Development Canada, and 
Natural Resources Canada). 


* One agency did not meet many of the standards (Canadian 
International Development Agency). 


1.2 Our work identified a number of important factors that, if 
implemented, could have a positive influence on the quality of internal audit 
across government: 


* aconsistent understanding on the part of senior management of the role 
that internal audit can and should play; 


* a departmental audit committee with external members who are 
independent of management; 


* aclear human resource strategy at the department, central agency, and 
government level that sets out the qualifications and appropriate 
number of staff for the internal audit community; 


¢ a focus on assurance services; and 


* astrategy to ensure appropriate internal audit coverage and capacity in 
small entities. 


1.3 We found that the Treasury Board Secretariat has yet to establish and 
fund a strategy that will enable it to meet the requirements of the Policy on 
Internal Audit and the expectations of the internal audit community. 


Background and other observations 


14 — Internal audit is an important element in enabling deputy heads to 
ensure that their departments have an effective internal control system. 
Internal auditors conduct risk-based audits and identify, where necessary, 
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improvements in an organization’s risk management strategy and practices, in 
its management control framework, and in the information systems it uses for 
decision making and reporting. 


15 —_ Effective 1 June 2004, the government re-established the Office of the 
Comptroller General to strengthen comptrollership and oversight across the 
federal government. The Comptroller General’s key duties include setting or 
reviewing auditing standards and policies of the Government of Canada, 
providing leadership to ensure and enforce appropriate financial controls, and 
promoting sound resource stewardship at all levels across the federal 
government. 


The Treasury Board Secretariat has responded. The Secretariat agrees that 
improvement is required. The government has directed the Secretariat to 
establish a more effective government internal audit function. As a result, the 
Comptroller General is currently developing proposals to ensure that the 
Canadian public service has a high performance internal audit regime. These 
proposals address many of our recommendations and are described following 
the conclusion. 
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Independence—The freedom from conditions 
that threaten objectivity or the appearance of 
objectivity. Such threats to objectivity must be 
managed at the individual auditor, engagement, 
functional, and organizational levels. 


Objectivity—An unbiased mental attitude that 
allows internal auditors to perform engagements 
in such a manner that they have an honest belief 
in their work product and that no significant 
quality compromises are made. Objectivity 
requires internal auditors not to subordinate 
their judgement on audit matters to that of 
others. 


Internal auditing—Internal auditing is an 
independent, objective assurance and consulting 
activity designed to add value and improve an 
organization's operations. It helps an 
organization accomplish its objectives by 
bringing a systematic, disciplined approach to 
evaluate and improve the effectiveness of risk 
management, control, and governance 
processes. 


Source: The Institute of Internal Auditors, 
The Professional Practices Framework 


Assurance services—An objective examination 
of evidence for the purpose of providing an 
independent assessment on risk management 
Strategies and practices, control frameworks and 
practices, and information used for decision 
making and reporting. 


Source: Treasury Board Policy on Internal Audit 
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Introduction 


16 An effective internal audit function is a fundamental component of 
good governance. It can provide senior management and audit committees 
with assurance about the efficiency and effectiveness of key financial, 
administrative, and operational activities and the organization’s management 
practices, along with suggestions for improvement. 


17 Internal audit is one of several tools that an organization may use to 
assess and monitor management practices and the achievement of its 
objectives. Other tools include program evaluation, studies, and 
management’s efforts to monitor how adequate and effective its own 
practices are. 


18 What distinguishes internal audit from other activities that review 
departmental practices are its attributes of independence and objectivity. 


19 Inrecent years, the professional practice of internal auditing has 
undergone tremendous change. In June 1999, the Institute of Internal Auditors 
adopted a new definition for internal auditing. This definition incorporated an 
assurance and consulting role for internal audit. In January 2002, the Institute 
also adopted a new professional practices framework. 


1.10 While the federal government’s internal audit community has had to 
respond to changes within the profession, it has also had to respond to issues 
within the federal government. Among these are initiatives such as the 
Independent Panel’s Report on the Modernization of Comptrollership within the 
Government of Canada, which emphasized the role of internal audit in 
providing assurance services to senior management. 


1.11 In responding to these issues and in trying to strengthen the 
government’s internal audit capacity, the Treasury Board of Canada adopted a 
revised Policy on Internal Audit in April 2001. 


1.12 The revised Policy was to be a first step toward fulfilling the 
government’s commitment to have a stronger, better-positioned internal 
audit function. To this end, the Treasury Board Secretariat invested more 
than $33 million over the four-year period 2001-02 to 2004-05 to help 
implement the Policy in departments and agencies. It used another 

$11 million to fund the Centre of Excellence for Internal Audit. In 2002-03 
the total budgeted expenditure for internal audit was $54 million, which 
included $15 million of supplementary funding provided by the Secretariat. 


Roles and responsibilities of internal audit 


1.13 The revised Policy on Internal Audit requires departments to 


- have an effective, independent, and objective internal audit function 
that has the resources necessary to provide sufficient and timely 
assurance services on all important aspects of their risk management 
strategies and practices, their management control frameworks and 
practices, and the information used for decision making and reporting; 
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* incorporate internal audit results into their priority-setting, planning, 
and decision-making processes; and 


* issue completed reports in a timely manner and make them accessible to 
the public with minimal formality in both official languages. 


1.14 The Policy sets out specific requirements for internal audit groups, 
deputy heads, and the Treasury Board Secretariat’s Centre of Excellence for 
Internal Audit. Internal audit groups are to conduct their work according to 
the Policy and the International Standards for the Professional Practice of Internal 
Auditing, established by the Institute of Internal Auditors. According to the 
Policy, the focus of the work of internal audit groups is to provide assurance 
services to departmental senior management on the effectiveness of risk 
management strategy and practices, management control frameworks and 
practices, and information used for decision making and reporting. 


1.15 Under the Policy, deputy heads’ responsibilities include 
* establishing an active audit committee; 


* ensuring independence in their organization and in the activities of their 
internal audit groups; 


* ensuring that internal audit reports describe management action plans 
to address any weaknesses that internal audit has identified; 


* following up to ensure that recommendations have been acted on; 


* providing the Secretariat with copies of annual internal audit plans and 
completed internal audit reports; and 


* informing the Secretariat, on a timely basis, of significant issues relating 
to risk, control, or problems with management practices. 


116 The Secretariat, through its Centre of Excellence for Internal Audit, is 
to provide advice to deputy heads, heads of internal audit, and internal audit 
practitioners on the Policy and practices of internal audit. The Policy on 
Internal Audit also directs the Centre 


* to establish an active monitoring process to provide the Secretariat with 
timely information on significant issues of risk, 


* to develop a human resource strategy for the internal audit community, 
and 


* to establish a framework for evaluating whether the objectives of the 
Policy on Internal Audit are being achieved. 


Focus of the audit 


117. Our audit focussed on assessing the extent to which a sample of 
departments and agencies were complying with the Treasury Board’s Policy 
on Internal Audit, which requires departmental internal audit groups to meet 
professional standards. We also looked at the role of the Secretariat’s Centre 
of Excellence for Internal Audit in providing leadership and direction to the 
internal audit function in departments and agencies. 
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1.18 
were 


The organizations in which we conducted a quality assessment review 


+ the Canadian International Development Agency, 


* Foreign Affairs and International Trade (on 12 December 2003, this 
Department was divided into two departments—Foreign Affairs Canada 
and International Trade Canada), 


* Human Resources Development Canada (on 12 December 2003, this 
Department was divided into two departments—Human Resources and 
Skills Development Canada and Social Development Canada), 


¢ Natural Resources Canada, 
* Public Works and Government Services Canada, and 


¢ the Royal Canadian Mounted Police. 


For more information about our objectives, scope, approach, and criteria, 
please see About the Audit at the end of the chapter. 


Observations and Recommendations 


1.19 
six departments and agencies (Exhibit 1.1). These reviews allowed us to 
rate the extent to which the organizations in our sample were meeting the 
International Standards for the Professional Practice of Internal Auditing and 
complied with the Treasury Board’s Policy on Internal Audit. We found 
that two departments generally met the professional standards, while 
three partially met them. One agency did not meet many of the standards. 
Exhibit 1.2 provides a definition of the rating scale used in our audit. 


Our audit involved carrying out quality assessment reviews in 


Exhibit 1.1 Results of our quality assessment reviews in six departments and agencies 


Generally Partially Does not meet 
conforms to conforms to many 
Organization the standards | the standards standards 


Public Works and Government Services 
Canada 


Royal Canadian Mounted Police 


Foreign Affairs and International Trade 


Human Resources Development 
Canada 


Natural Resources Canada 


Canadian International Development 
Agency 
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Exhibit 1.2 Definition of the rating scale used in our quality assessment review 


Generally conforms to the standards—The relevant structures, policies, and 
procedures of the internal audit group, as well as the processes by which they are 
applied, complied with the requirements of the Standards. While there may be 
opportunities for improvement, these did not represent situations where the internal 
audit group had not implemented the Standards, did not apply them effectively, or did 
not achieve their stated objectives. 


Partially conforms to the standards—The internal audit group has fallen short of 
achieving some of their major objectives. These will usually represent some significant 
opportunities for improvement in effectively applying the Standards and/or achieving 
their objectives. Some of the deficiencies may be beyond the control of the internal 
audit group and may result in recommendations to senior management or the board of 
the organization. 


Does not meet many standards—The internal audit group is not achieving many of the 
objectives of the Standards. These deficiencies will usually have a significant negative 
impact on the internal audit group’s effectiveness. They may also represent significant 
opportunities for improvement, including actions by senior management or the board. 


Source: Institute of Internal Auditors, Quality Assessment Manual, 4th Edition 


1.20 The primary reasons for the ratings given to the internal audit groups 
in each department or agency include, but are not limited to, those described 
below: 


* Public Works and Government Services Canada generally conformed 
to professional standards. There was organizational independence 
and strong support from senior management. The internal audit group 
reports directly to the deputy head. The audit committee also includes 
one external independent member. A review of a sample of audit 
working papers revealed that the auditors exercised due professional 
care. The Department has also developed a management control 
framework that assists the internal auditors in evaluating the 
effectiveness of key areas of management, such as risk management, 
control, and governance processes. Its internal audit manual 
establishes quality assurance practices. The Department plans to 
strengthen its quality assurance and improvement program for the 
internal audit function. 


* The Royal Canadian Mounted Police generally conformed to 
professional standards. We saw strong support from senior management. 
The head of internal audit reports administratively to the Deputy 
Commissioner, Corporate Management and Comptrollership and 
functionally to the Commissioner (deputy head). The internal audit 
function also has direct access to a well-functioning audit committee, 
which contributes to the independence of internal audit. The 
Commissioner is leading efforts to strengthen the internal audit function 
at the RCMP. A review of a sample of audit files revealed well-prepared 
audit working-papers and that the auditors had exercised due 
professional care. One of the strengths of the internal audit group is the 
operational experience and professional qualifications of the internal 
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auditors. A strong internal quality assurance program has been 
established within the internal audit group. Further, a comprehensive 
internal audit professional training plan is being developed to ensure 
that audit staff develop the qualities and competencies of an effective 
“best in class” internal audit organization. 


Foreign Affairs and International Trade partially conformed to 
professional standards. In December 2003, the Department was 
reorganized and split into two departments: Foreign Affairs Canada 
and International Trade Canada. Our work relates to the previous 
organizational structure. Under the reorganized structure, the internal 
audit group will audit both entities. The internal audit function has a 
clearly established mandate and is independent with direct reporting to 
the deputy head. The Department’s internal audit group also has a 
strong professional development program for its staff and a requirement 
for new junior staff to supplement their existing background and skills 
with a professional designation. However, the group lacks a formal 
quality assurance process, which, if implemented, could strengthen the 
effectiveness of the internal audit function. The Department develops 
its audit plan through a consultation process with senior management. 
It has started to develop a formal, risk-based audit plan to identify areas 


of risk. 


Human Resources Development Canada partially conformed to 
professional standards. In December 2003, the Department reorganized 
and split into two departments: Human Resources and Skills 
Development Canada, and Social Development Canada. Our work 
relates to the previous organizational structure. The previous 
department had a strong quality assurance process. The effectiveness of 
internal audit could be improved by strengthening its organizational 
independence and having the group report directly to the deputy head. 
Internal audit spends considerable time developing management 
standards documents which will serve as criteria for future audits and in 
assisting the Department to implement integrated risk management as 
part of the comptrollership initiative. As a result of these efforts, the 
amount of assurance audit work being carried out is limited. 


Natural Resources Canada partially conformed to professional 
standards. The internal audit group has gone through significant and 
continuous turnover during the last three years. The Department met 
many of the components of standards, such as organizational 
independence, proficiency and due care, and performance standards. 
However, the departmental policy for audit and evaluation is very 
broadly stated. The purpose, authority, and responsibility for internal 
audit should be defined and consistent with the Treasury Board’s Policy 
on Internal Audit and the professional standards. Natural Resources 
Canada lacks a formal, internal, quality-assurance process, which could 
strengthen the effectiveness of internal audit. A review of a sample of 
audit files indicated that recently completed audits had appropriate 
supporting working-paper files, while older files did not. 
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Sustained support from senior 


management 


* The Canadian International Development Agency did not meet many 
professional standards. Its internal audit group reports to a person who is 
responsible for other management activities. This does not in our 
opinion provide sufficient independence for the group. Also internal 
audit has not established internal quality assurance processes that cover 
all aspects of the internal audit activity as required by professional 
standards. We reviewed a sample of audit files. We found that, for two of 
the three files, the documentation for the audit work completed was not 
maintained in a way that clearly demonstrates the work conducted and 
that the evidence collected supported the internal audit report at the 
time the report was issued. The Agency has recently made changes that 
demonstrate its commitment to strengthen its internal audit function. 
For example, the audit committee, now chaired by the President, is 
demanding a shorter audit cycle and quicker management responses to 
concerns raised by internal audit. Since our audit, the Agency has taken 
steps to address our concerns. We will conduct another quality 
assessment review to follow up on progress made by the Agency. 


1.21. Overall, the quality of the internal audit function varies widely in 
these organizations. 


1.22. A number of factors have contributed to preventing internal audit 
groups from contributing as much as they could. These include a lack of 
support from senior management, difficulties in attracting and retaining 
qualified staff, and limited number of assurance audits being conducted. 
Our previous audits have highlighted these challenges, which continue to 
adversely affect the internal audit function. 


1.23 Strong, sustained support from senior management is the single most 
important element in building an effective, independent internal audit 
function. Ideally, the head of internal audit should report directly to the 
deputy head. This positions internal audit to play a more independent and 
strategic role, which extends beyond performing audits. It also reflects the 
attitude and expectations of senior management with respect to internal 
audit, and promotes independence and objectivity by placing an appropriate 
distance between the auditor and operational managers. 


1.24 Having a properly staffed and positioned internal audit allows the 
auditors to review activities with an independent and objective perspective 
because they are not responsible for those activities. Internal audit should 
provide an organization with assessments and opinions on the accuracy, 
completeness, and effectiveness of processes and information. If internal 
auditors are too heavily involved in developing a process or overseeing 
operational effectiveness (for which management is responsible), then their 
independence and objectivity are compromised. 


1.25 The Treasury Board’s Policy on Internal Audit recognizes the value of 
strong support from senior management. It requires deputy heads to institute 
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an effective audit function that plays a strategic role, including providing 
assurance on the quality of 


+ adepartment’s risk management and control frameworks, and 


* the information that managers use to make decisions and report on the 
organization’s performance. 


1.26 The Policy also expects senior management to use the results of internal 
audits in planning and setting priorities. Meeting these requirements would 
require the deputy head to create an appropriate reporting relationship and to 
understand and value what internal audit does. Best practices for internal audit 
support direct reporting to the most senior level of management. 


Senior management support is strong in some departments 


1.27. We found that three (Foreign Affairs and International Trade, Natural 
Resources Canada, and Public Works and Government Services Canada) of the 
six organizations had internal audit groups that reported to their deputy head. 


1.28 The senior management of some government organizations strongly 
and visibly support their internal audit group. This was particularly evident 
for the Royal Canadian Mounted Police (RCMP) and Public Works and 
Government Services Canada (PWGSC). For both organizations, senior 
management clearly understood and supported the role of internal audit in 
the management process. 


1.29. For example, the RCMP’s senior management decided that it wanted 
to create a stronger, more effective, and highly professional internal audit 
group. To achieve this goal, senior management purposely recruited a number 
of audit staff with strong credentials and appropriate professional . 
designations. This enabled the internal audit staff to assume a more strategic 
role in supporting senior management and demonstrated the value they 
added to the organization. 


1.30 Internal audit in PWGSC and the RCMP generally conformed to the 
International Standards for the Professional Practice of Internal Auditing. An 
effective internal audit function correlates strongly with clear support from 
senior management and direct reporting to the deputy head. 


131 If internal audit in the government is to operate effectively and 
contribute to improving the management of departments, it must have a 
strategic orientation. Whether it achieves this orientation will depend on 
two important factors: internal audit’s positioning and reporting relationship 
within the department and viewing its role as strategic. 


1.32 The proper positioning (or organizational alignment) can give an 
internal audit group the organizational independence and the mandate to 
deal with significant, strategic business risks. 


133 Internal audit contributes to better governance when it assumes a 
strategic orientation by working closely with the audit committee and senior 
management to address organization-wide risk, governance, and control issues. 
To be effective, internal audit groups need to move from a tactical level to a 
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Audit committees and internal audit 


strategic level. They need to align their resources and provide assurance on risk, 
governance, and control of business processes that support the organization's 
objectives and that demonstrate the value that internal audit adds. 


1.34. A close working relationship with senior management, along with their 
visible support, signals that they value the expertise that internal audit brings 
to their organization. Such a relationship can strengthen the perception of 
the independence and objectivity of an internal audit function. Equally, its 
absence can diminish the perception of a strong, independent internal audit. 


1.35 Another key factor that influences the quality and effectiveness of the 
internal audit function is the departmental audit committee. According to 
the Treasury Board’s Policy on Internal Audit, a departmental audit 
committee has an important oversight role to play in internal audit. This 
includes oversight of the internal audit group, strengthening its 
independence, and monitoring its performance. 


1.36 Audit committees in private firms and various public organizations are 
commonly responsible for overseeing other areas in which the internal audit 
group is involved. These areas include the oversight of the organization’s risk 
management, governance, and management control frameworks, and 
ensuring the integrity of financial and performance information used for 
decision making and external reporting. Given these responsibilities, audit 
committees play a key role in corporate governance. 


Departmental audit committees lack independence 


1.37. The degree of independence of internal audit in an organization 
reflects the independence of the audit committee that oversees it. In the 
private sector and Crown corporations, audit committees consist of members 
who are independent and are separate from management (Exhibit 1.3). 
Given that private sector audit committees are responsible for overseeing 
internal audit, their independence, in turn, helps ensure that internal audit 
remains independent. In the private sector, the expectations placed on audit 
committees has increased after recent financial collapses in several 
high-profile corporations. 


Exhibit 1.3 Audit committee guidance 


* The audit committee of every board of directors should be composed only of outside 
directors. 


* The roles and responsibilities of the audit committee should be specifically defined 
so as to provide appropriate guidance to its members on their duties. 


* The audit committee should have direct access to the internal and external auditors 
to discuss and review issues, as appropriate. 


* The audit committee’s responsibilities should include oversight of management’s 
reporting on internal control. While it is management’s responsibility to design and 
implement an effective system of internal control; it is the responsibility of the audit 
committee to ensure that management has done so. 


Source: Toronto Stock Exchange 
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138 Under the Treasury Board’s Policy on Internal Audit, the deputy head 
either chairs the audit committee or chooses a senior executive (usually the 
associate deputy minister) to chair the committee. The committee is to 
consist of three to five other members at the assistant deputy minister level. 
Accordingly, committee members may sometimes be audited, which places 
them in a position of conflict of interest and may diminish their objectivity. 
In our view, this independence would be less at risk if departmental audit 
committees were required to include members from outside the organization. 
Exhibit 1.4 shows the membership in the audit committees of the 

six organizations we audited. In other jurisdictions such as the United 
Kingdom and the United States, steps are being taken to strengthen 

the independence of departmental audit committees by establishing 
requirements for independent members and measuring the performance of 
the audit committee. 


Exhibit 1.4 Membership in the audit committees of the six organizations we audited 


| Internal | External 


Organization Committee chair members | members 
oy aaa ih a ae tt Sei = = es = = ie ze i i =e z |. x 
Canadian International President 14 ) 


Development Agency 


Foreign Affairs and International Associate deputy minister 14 O 
Trade 

Human Resources Development Associate deputy minister iS 6) 
Canada 

Natural Resources Canada Deputy minister 13 0) 
Public Works and Government Deputy minister 8 1 


Services Canada 


Royal Canadian Mounted Police Commissioner deal ) 


These figures do not include observers who attend committee meetings; for example, a 
representative of the Treasury Board Secretariat or an external auditor from the Office of 
the Auditor General of Canada. 


Source: Departmental records 


139 In past audits we have recommended that departmental audit 
committees include outside members to add to their independence. However, 
only Public Works and Government Services Canada has acted on the 
recommendation. The Policy on Internal Audit is silent on this matter, 
although a Treasury Board Secretariat reference document does recommend 
that deputy heads consider appointing suitably qualified external members to 
audit committees. 
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1.40 Recommendation. The Treasury Board Secretariat should establish in 
the Treasury Board’s Policy on Internal Audit a requirement for external 
membership on departmental audit committees. 


The Secretariat’s response. The Secretariat agrees that external members 
could make a significant contribution to supporting the independence of 
departmental internal audit functions and providing deputy heads with 
objective advice and guidance. This recommendation will be addressed 
through revision of the Policy on Internal Audit. 


Not all audit committee members understand their role 


141. The Policy on Internal Audit sets out the roles and responsibilities of 
audit committees. We found that senior management and members of audit 
committees do not always fully understand their roles and responsibilities. 
Exhibit 1.5 lists the roles and responsibilities of departmental audit 
committees for internal audit, as set out in the Policy. 


Exhibit 1.5 Roles and responsibilities of departmental audit committees 


Roles. The roles of the audit committee include 


providing advice and counsel to assist the deputy head in discharging his or her 
responsibilities for risk management, the design and operation of management 
control frameworks, and the quality of financial and other performance information 
used for decision making and reporting; 


ensuring that the results of internal audit are incorporated into the departmental 
priority setting, planning, and decision-making processes; 


strengthening the independence and effectiveness of the internal audit function; 


emphasizing the accountability of managers; 


providing the deputy head with advice on the impacts of government-wide 
initiatives aimed at improving management practices; and 


facilitating communication between senior management, the internal audit function, 
central agencies, and the Office of the Auditor General. 


Responsibilities. The responsibilities of each audit committee need to be determined 
by each department. Within the department these responsibilities could include 


* approving the internal audit policy, 


approving the annual internal audit plan and budget, 


approving the annual assessment of overall materiality and risks associated with 
the annual internal audit plan, 


approving internal audit reports and the management action plans that address the 
recommendations made in the audit reports, 


approving management action plans that address recommendations contained in 
reports of the Office of the Auditor General, 


monitoring the adequacy and timeliness of actions made in the management action 
plans, 


identifying the implications of audit issues and priorities raised by central agencies 
and other government organizations, and 


monitoring the performance of the department’s internal audit function. 


Source: Treasury Board Policy on Internal Audit 
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1.42 One of the responsibilities of an audit committee is to monitor the 
performance of internal audit. We noted that the RCMP regularly provided 
the audit committee with information on the performance of internal audit 
with a balanced scorecard. 


143 Another responsibility of audit committees is to approve the annual 
audit plan and the overall risks associated with the plan. We found that 
organizations are preparing risk-based plans for audit committee approval. 
In approving these audit plans, committee members need to be aware of the 
relationship between the plans and the risks that could affect departmental 
operations. We found that members did not consistently have a good 
understanding of this relationship. 


144 From time to time it is expected that audit committee members will 
need to act in a challenge role. In five of the six organizations that we 
audited, the membership of the audit committee was substantially the same as 
the executive committee. This does not allow the audit committee to 
effectively fulfill its challenge role. If management and the audit committee 
are substantially the same, the committee may lack the necessary objectivity. 


145 A number of audit committee members that we interviewed expressed 
a need to better understand their role. Only the RCMP offers formal training 
to help its members understand their roles and responsibilities. The Director 
General, Audit and Evaluation, provides training to committee members on 
internal audit’s mandate and organizational structure, the services it provides, 
the concept of a risk-based audit plan, and the performance measures for 
internal audit. Also, audit committee members are given a “walk-through” of 
the Internal Audit Charter and their terms of reference. 


1.46 We reviewed the guidelines for audit committees in the Treasury Board 
Policy on Internal Audit and found that the Treasury Board has adopted a 
narrower role for audit committees than the private sector and other 
jurisdictions. Also, the expectations of audit committees in the private sector 
and in other jurisdictions has evolved in recent years. For example, 
departments will, within the next five years, be required to prepare annual 
financial statements that can withstand the test of an audit. In addition, the 
Treasury Board Accounting Standard 1.2—Departmental and Agency 
Financial Statements requires the deputy head and the senior financial officer 
to sign off on the financial statements—this acknowledges management’s 
responsibility for the financial statements and the processes that produce the 
information in the statements. In other jurisdictions and in the private sector, 
the audit committee plays a key role in supporting management in discharging 
this responsibility and in ensuring the accuracy, integrity, and completeness of 
the financial reporting. Fulfilling this role will require audit committee 
members to have a certain degree of financial expertise and knowledge of 
generally accepted accounting principles. 


1.47 A summary of some key expectations in other jurisdictions and not 
covered by the Policy on Internal Audit is provided in Exhibit 1.6. 
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Staffing internal audit 


Exhibit 1.6 Key responsibilities of audit committees in other jurisdictions 


Financial and other reporting 


* providing assurance to the executive management committee (the governing body) 
on the reliability of financial information reported by management 


* reviewing financial and/or fiscal policy decisions 
* reviewing financial statements and management letters 
* overseeing external audit coverage 


* reviewing other reports requiring governing body approval 


Risk management 


¢ monitoring the adequacy and effectiveness of strategies to manage corporate risk 


Management control framework 
¢ monitoring the adequacy and effectiveness of the internal management control 
structure 
Compliance with laws, regulations, and ethics 


* providing assurance that the entity is complying with pertinent laws and 
regulations, is conducting its affairs ethically, and is maintaining effective controls 
to prevent conflicts of interest and fraud 


Source: The Institute of Internal Auditors, The Audit Committee in the Public Sector; The Audit 
Committee Handbook, HM Treasury, United Kingdom 


1.48 Recommendation. The Treasury Board Secretariat should, as 
necessary, provide guidance on better practices for audit committee 
performance and provide guidance on appropriate training for departmental 
audit committee members. 


The Secretariat’s response. The current Policy on Internal Audit envisages a 
wide role for departmental audit committees in providing oversight and 
advising deputy heads on departmental control and accountability systems. 
The Secretariat agrees that further guidance and training for committee 
members are required and will provide support to departments in this area. 


149 Recommendation. The Treasury Board Secretariat should update the 
roles and responsibilities of the audit committee and its members. 


The Secretariat’s response. Agreed. The Secretariat is currently developing 
proposals that will redefine the roles and responsibilities of the audit 
committee and its members, and will accommodate the involvement of 
external members. 


1.50 For most internal audit groups, human resources management poses 
the greatest challenge. Internal audit groups require an appropriate number 
of staff who have a broad range of skills, knowledge, and experience. The 
number of staff depends on the risk and on the activities to be audited. 


1.51 The Policy on Internal Audit requires deputy heads to establish an 
internal audit group that has appropriate resources and meets professional 
standards. Under the Policy, deputy heads are accountable for ensuring that 
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the internal audit group has the capacity to fulfill its responsibilities— 
sufficient resources and appropriately qualified staff—and that staff work to 
professional standards. 


152. The internal audit community faces significant challenges with human 
resources. Departments have generally had difficulty attracting and retaining 
enough qualified people to fill positions in internal audit and to meet the 
requirements of the Policy on Internal Audit. In February 2003, the 
Secretariat released a report on the Interim Evaluation of the Implementation of 
the Revised Policy on Internal Audit. The report noted many of the same 
concerns that we raise in this chapter. 


153 From 1992-93 to 1999-2000, the number of internal audit staff 
working in departments and agencies decreased sharply—from 700 to 400 
(Exhibit 1.7). Since the Treasury Board issued its revised Policy in 2001, the 
number of audit staff has recovered to about 464 in 2002-03. For consistent 
presentation these figures include resources at Canada Customs and Revenue 
Agency, which became a separate agency in 1999. Of the 400 staff 

in 1999-2000, 285 were from departments and agencies subject to the Policy 
and 115 were from the Agency. Of the 464 staff in 2002-03, 350 were 

from departments and agencies subject to the Policy and 114 were from 

the Agency. 


Exhibit 1.7 Internal audit staff working in departments and agencies 


1992-93 1994-95 1999-2000 2002-03 


Source: Departmental records 


1.54 The increase in internal audit staff from 1999-2000 to 2002-03 was a 
result of interim supplementary funding from the Secretariat. Over the last 
three years, audit groups have used some of these funds to hire and train 


new people. 


1.55 ‘To date, the Secretariat, in conjunction with departments, has not 
established what the appropriate number of internal auditors should be 
within the federal government. However, in signed memoranda of 
understanding between the Secretariat and most departments, there has been 
a commitment to “fill a persistent gap that remains between the current level 
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of permanent resources devoted to the function and the level required to 
support a mature or sustainable function.” This “sustainable function” is to be 


achieved by 2005-06. 


1.56 We recognize that establishing the appropriate number of auditors is 
difficult and can never be precise; it is nevertheless critical that clear targets 
be set. One impact of the shortfall in the number of auditors is that 
departments may not be carrying out all planned audits of high-risk areas. 
As a result, departments may be operating with levels of risk that exceed their 
risk-tolerance levels. 


1.57 Recommendation. The Treasury Board Secretariat, in collaboration 

with departments, should establish benchmarks to determine the number of 
internal auditors that the federal government and each department needs to 
provide a reasonable level of audit coverage and a sustainable audit function. 


The Secretariat’s response. Benchmarking across departments and agencies 
that have widely different risk profiles is extremely difficult. There is no easy 
formula that will meet everyone’s needs. Nonetheless, the Secretariat will 
work with departments to assist them in determining adequate levels of 
resources for their internal audit functions. 


Impediments to recruiting and retaining internal audit staff 


1.58 In the interim evaluation report, the Secretariat noted that 
departments have offered various reasons for their problems in staffing 
auditors. They include 


* The classification category does not appropriately reflect the skills and 
competencies required of a professional in the internal audit group. The 
salary structure is not competitive enough to attract and retain staff with 
professional designations, appropriate business knowledge, and other 
specialized skills appropriate to the department. 


* The Secretariat’s interim funding has created many term positions in 
departments. The temporary nature of these positions may not be 
attractive to some employees with professional designations. 


1.59 The Secretariat has yet to resolve these issues. The Secretariat’s 
interim evaluation report cited the lack of sufficient staff with appropriate 
skills in internal audit groups as one of the primary barriers to implementing 
its Policy on Internal Audit. We concur with this assessment. 


A broad mix of skills is needed 


1.60 A broad range of skills is needed for an effective internal audit group. 
The necessary skills include staff with a professional designation and staff 
with specialized knowledge and expertise and whose skills correspond to the 
business side of a department. 


1.61. The proportion of internal audit staff with a professional designation in 
the Canadian federal government is comparable to those in government 
organizations that participate in the Institute of Internal Auditors’ Global 
Audit Information Network, a benchmarking service of the Institute. 
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Participants in the network reported that 40 percent of staff had a 
professional designation; in the Canadian federal government, 37 percent of 
staff had a professional designation. 


1.62 What is important is to determine the appropriate number of internal 
auditors and the mix of skills and experience needed to provide the optimal 
internal audit coverage on a department and government-wide basis, and the 
training that would be needed to maintain these skills at an appropriate level. 
Both the Interim Evaluation of the Implementation of the Revised Policy on 
Internal Audit and the heads of internal audit that we interviewed noted 
difficulties in attracting and retaining staff. 


1.63 Recommendation. The Treasury Board Secretariat, in collaboration 
with departments, should determine the appropriate mix of qualifications, 
experience, and skills required for internal audit on a department and 
government-wide basis. 


The Secretariat’s response. The appropriate mix of qualifications, 
experience, and skills will vary from department to department. However, as 
with recommendation 1.57, the Secretariat will work with departments to 
ensure that internal audit groups have the qualifications, experience, and 
skills to provide internal audit services at a professional level. 


1.64 Recommendation. The Treasury Board, in collaboration with 
departments, should ensure that internal auditors receive the necessary 
training to maintain their skills at an appropriate level. 


The Secretariat’s response. The Secretariat currently provides a series of 
professional internal audit courses for departmental internal auditors, some in 
conjunction with the Institute of Internal Auditors. These complement the many 
training opportunities provided by departments. The Secretariat fully 
recognizes the necessity of training to maintain and enhance the 
professionalism of internal audit and plans to augment its professional 
development initiatives. 


Audit coverage 1.65 The term “audit coverage” refers to the areas that internal auditors are 
responsible for examining in their audits. The Policy on Internal Audit 
identifies the primary role and responsibility of internal audit in the government 
as the provider of professional assurance services to senior management. 


Limited assurance work is being done 


1.66 Inthe private sector, an internal audit group would spend most of its 
time doing assurance work. Other activities, such as “directed audits” (audits 
requested by management) and assignments that include consulting work, 
account for a relatively small percentage of its work. However, in the federal 
government, in general only a limited amount of time is spent providing 
assurance services to inform senior management on how well its risk 
management strategies and practices, management control frameworks and 
practices, and information for decision making and reporting systems 


are working. 


Report of the Auditor General of Canada—November 2004 Chapter 1 17 


INTERNAL AUDIT IN DEPARTMENTS AND AGENCIES 


1.67 Work other than assurance services may provide some useful 
information for senior management. However, according to the Treasury 
Board’s Policy on Internal Audit, providing assurance through audits is the 
core expectation of internal audit. If internal audit is not focussing on 
assurance, it is not doing what it is supposed to. Departments are not 
benefiting from systematic assessments of their management systems, and 
senior management is not getting independent assurance that those systems, 
critical to program delivery, are operating effectively and as intended. 


Internal audit coverage in small entities 


1.68 Our audit also considered the extent of audit work being carried out in 
small entities. The federal government has numerous small agencies, boards, 
and commissions. The activities of these organizations are diverse—from 
environmental assessment to transportation safety. They perform 
investigatory, regulatory, and quasi-judicial roles. Although they have 
relatively few staff and small budgets, these organizations affect the health, 
safety, and quality of life of Canadians. For example, some agencies provide 
Canadians with recourse to perceived unfairness and inequity; others strive to 
make Canadian industry more competitive. 


1.69 A key characteristic of these small agencies is that their staff, because 
they are few in number, may be responsible for more than one area. This 
differs from larger organizations where roles and responsibilities are generally 
discrete or segregated. Another characteristic is their informal structures and 
governance mechanisms. 


1.70 Our Office, in developing a new strategy for auditing small entities, 
looked at the nature and extent of these entities’ internal audit capacity. We 
found that, given their small size, none had a permanent full-time internal 
audit function. We did note that some small agencies had contracted out 
audits to meet the specific needs of their management. In general, however, 
internal audit coverage was very limited. 


1.71. In our view, small entities do require some internal audit coverage to 
provide assurances to management that they are effectively managing the key 
risks that they face. The Standing Committee on Public Accounts expressed a 
similar view in its report on our audit of the Office of the Privacy 
Commissioner of Canada, presented to Parliament in April 2004. It 
recommended “that the Treasury Board Secretariat create a pool of resources 
to make central internal audit services available to small departments and 
agencies, including the Office of the Privacy Commissioner of Canada.” 


1.72 We reviewed the activities of the Secretariat to determine what it had 
done to respond to the Public Accounts Committee’s recommendation. While 
the Secretariat has provided some tools and support to small entities, it has to 
yet develop a capacity for providing internal audit services to small entities. 


1.73 Recommendation. The Treasury Board Secretariat, in consultation 
with small entities, should develop a risk-based strategy and establish, within 
government, a capacity for providing internal audit services to small entities. 
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The Secretariat’s response. Agreed. The Secretariat is currently developing 
proposals to establish a capacity to provide internal audit services to small entities. 


Audit reports 1.74 =~ An audit report is the end product of an internal audit and has 
two important purposes: 


* First, it informs senior management of the findings or results of an audit. 


* Second, it provides a basis for program managers to deal with problems 
identified by the internal auditor. 


175 The Institute of Internal Auditors has published detailed standards for 
communicating the results of internal audits. Internal auditors are 
encouraged to report that their activities are “conducted in accordance with 
the International Standards for the Professional Practice of Internal Auditing.” The 
Treasury Board Policy on Internal Audit also contains standards for internal 
audit reports. It is important that audit reports communicate the results of an 
audit and contain a statement of assurance. This statement informs the reader 
of the quality and rigour of the auditors’ work and the sufficiency and quality 
of the evidence supporting the findings and conclusions. 


Access to information needs to be addressed 


176 Nearly all the internal audit managers and entity senior officials that 
we met indicated that internal auditing is affected by access to information 
laws and policies. The requirement to make the results of an audit available 
to the public affects the timing of the audit, the issues addressed, and how 
the results are reported. While the managers we interviewed supported the 
current practice of posting completed internal audit reports on departmental 
Web sites, they did express concern over providing draft reports and 
supporting working papers. Similar concerns were raised at the time of 

our 1996 government-wide assessment of internal audit. 


1.77 In 2000 the government established the Task Force on Access to 
Information to review access to information legislation. The task force 
recommended that Section 22 of the Access to Information Act be amended so 
that the head of a government institution would not have to disclose draft 
internal audit reports and supporting working papers until the earliest of the 
following: 


¢ the date the report is completed, 
* six months after the audit is completed, or 


* two years after the internal audit began. 


1.78 ‘To date, the government has not acted upon the recommendations of its 
task force. While posting completed internal audit reports on departmental 
Web sites is appropriate, we are concerned that access to audit working papers 
may impair the ability of audit groups to discharge their duties. 


1.79 Recommendation. The Treasury Board Secretariat should take action 
to deal with the impact of access to information on internal audit groups. 
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The Secretariat’s response. The Secretariat fully supports the principle of 
full access to all completed internal audit reports. However, the Secretariat 
also agrees with the Auditor General’s concern about the unintended impact 
of access to information on the ability of internal auditors to discharge their 
duties. The Public Accounts Committee also considered the impact of access 
on internal audit to be an important issue (Seventh Report 2001-02). 


The Secretariat agrees that action is necessary to deal with the matter and 
will pursue opportunities to seek the same protection for internal audit as is 
available to the Office of the Auditor General. 


Audit reports are not timely 


1.80 Tobe useful, audit reports should be completed without delay and be 
easily accessible to the public in a timely manner. To make the reports easily 
accessible, most departments are posting internal audit reports on their Web 
sites. In our view, the reporting process takes too long. 


1.81. The total time it takes from the planning phase of an audit to the 
release of the final report and its posting on the Web site ranges from 11 to 
24 months (Exhibit 1.8). The delays occur in the reporting phase of the audit, 
as this stage involves a departmental review of the report before it is released. 


Exhibit 1.8 Time it takes from planning phase to release of final audit report 


Draft audit Audit 
report to committee 
Planning audit approval to 
phase to draft committee | posting on 
audit report approval Web site Total 
Organization (months) (months) (months) (months) 
Canadian International 10 18 7 24 
Development Agency 
Foreign Affairs and 5 7 4 16 
International Trade 
Human Resources 7 7 2 16 
Development Canada 
Natural Resources Canada 4 6 4 14 
Public Works and if s! 1 11 
Government Services 
Canada 
Royal Canadian 10 4 6 20 
Mounted Police 


Source: Departmental records 
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The Secretariat and its Centre of += 182 ©The expectations for the Secretariat’s Centre of Excellence for Internal 
Excellence for Internal Audit © Audit are set out in the Treasury Board Policy on Internal Audit. It requires 
the Centre of Excellence for Internal Audit to do a number of things: 


* provide advice to deputy heads, heads of internal audit, and internal 
audit practitioners on the implementation of the Policy, the 
development of departmental internal audit policies, annual audit plans, 
and the application of professional standards: 


- establish an active monitoring process that provides timely information 
to the Treasury Board on significant issues of risk, control, or other 
problems with management practices in departments; 


* develop a human resource strategy for the internal audit community to 
support departments in implementing the Policy; 


* establish a framework to guide a formal evaluation, within five years, of 
the effectiveness of the Policy; and 


* provide assistance to departments in evaluating the performance of their 
internal audit functions. 


1.83 We assessed the progress that the Centre of Excellence for Internal 
Audit had made in each of these areas. 


1.84 The Centre has expended considerable effort to work with the internal 
audit community to develop tools and guidance and to sponsor workshops 
and courses to improve internal audit practice. However, the internal audit 
community expects more leadership from the Centre. It wants the Centre to 
assume an advocacy role for internal audit, to provide more guidance and 
direction on government priorities and community-wide issues, to educate 
senior management on the role and value of internal audit, and to provide 
more timely tools and advice to the community. In our interviews, many did 
not believe that the Centre met their needs in providing guidance to the 
community and timely information on government-wide issues. 


1.85 The Centre of Excellence for Internal Audit carries out its monitoring 
role by holding discussions with heads of internal audit, reviewing and 
analyzing internal audit plans and reports, and by visiting departmental 
internal audit groups. In assessing the nature and extent of monitoring by the 
Secretariat, we found that the Centre had reviewed the audit plans and 
reports that departments had submitted, as required by the Policy on Internal 
Audit. However, the Centre does not compare the number of audits planned 
with the number of reports submitted. This step is essential to ensuring that 
departments have carried out their audit plans and provided all reports to 
the Centre. 


1.86 Under the Policy on Internal Audit, the Centre is responsible for 
providing advice to the internal audit community and establishing an active 
monitoring process that provides timely information to Treasury Board. An 
important aspect of these responsibilities is the review and analysis of all 
internal audit reports. This allows the Centre to detect emerging weaknesses 
in departments that the documents might bring to light. However, because 
departments do not consistently submit their reports to the Centre and the 
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Centre does not compare planned audits with the number of reports it 
receives, it does not know the extent of the weaknesses. If departments do 
not submit their reports for review and analysis, the Centre cannot detect the 
emerging weaknesses identified in the audit reports and alert departments 
and their auditors to these problems. Accordingly, the government may be 
deprived of valuable information that could help in reducing risk and 
improving management practices in departments and agencies. For those 
reports that the Centre analyzed, the analysis was complete and the results 
were shared with the internal audit community and with the Secretariat. 


1.87. Recommendation. The Treasury Board Secretariat should ensure that 
it receives all departmental internal audit reports so that they can be analyzed 
for emerging weaknesses and that it shares the analysis with the internal 
audit community. 


The Secretariat’s response. The Secretariat will work closely with 
departments to ensure they provide copies of all completed audit reports to the 
Secretariat in a timely manner, as required by the Policy on Internal Audit. 


1.88 The Policy on Internal Audit states that an internal audit advisory 
committee consisting of government and private-sector senior executives will 
be established. The committee will advise the Secretariat on internal audit 
policy, standards, community development strategies, and benchmarks to be 
used in examining government-wide performance in meeting the objectives of 
the Policy. At the time of our audit, an advisory committee had not 

been established. 


189 A key requirement established for the Centre was to develop a human 
resource strategy for the community. We noted that a strategy had been 
developed in 2002. However, in our interviews, many heads of audit and 
members of the internal audit community noted that the Centre has not 
resolved a number of critical, strategic human resource management issues. 
These include determining the classification category for internal auditors, 
and most importantly, determining the appropriate number of internal 

audit staff. 


1.90 In 2001, the Secretariat published an evaluation framework for 
assessing whether the Policy on Internal Audit had achieved its stated policy 
objectives. The framework recommended a two-phase evaluation. The first 
phase was completed in 2002. We saw some evidence of an action plan to 
address some of the issues identified in this evaluation; however, the action 
plan developed was not comprehensive. The second phase requires a 
comprehensive evaluation within five years of the implementation of the 
revised Policy on Internal Audit. Secretariat officials have indicated that the 
comprehensive evaluation will not be carried out until the new Comptroller 
General has reviewed the state of internal audit in the federal government. 


191 A key requirement of the revised International Standards for the 
Professional Practice of Internal Auditing is for internal audit groups to conduct 
an external quality assessment to see if they conform to the standards, at least 
once every five years. The revised standards require that this assessment be 
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conducted no later than | January 2007. We are concerned that the 
Secretariat has not yet developed a plan for enabling departments and 
agencies to meet this requirement. 


1.92 Recommendation. Departments should ensure that their internal 
audit groups conduct an external quality assessment by 1 January 2007. 


The Secretariat’s response. The Secretariat has already alerted departments 
to the requirement of the International Standards for the Professional Practice of 
Internal Auditing for external quality assessments. The Secretariat will work 
with departments to ensure that they meet this requirement. 


1.93 Recommendation. The Treasury Board Secretariat should, in its 
performance report, report progress made in meeting the objectives of the 
Policy on Internal Audit. This should include reporting the results of 
departmental quality assessments. 


The Secretariat’s response. The Secretariat proposes to monitor the 
performance of internal audit in departments by assessing a number of 
departmental internal audit functions each year and by conducting a 
government-wide evaluation of the implementation of Treasury Board’s Policy 
on Internal Audit periodically. The results of these activities will be 
incorporated in the Treasury Board Secretariat’s reporting. 


194 The Centre of Excellence for Internal Audit has developed a tool for 
reviewing the content and assessing the extent to which internal audit plans 
and reports meet the requirements of the Policy on Internal Audit. But, it has 
not yet developed tools for assessing other components of the Policy. The 
Centre has shared the results of its analysis of internal audit plans and reports 
with the internal audit community. However, as noted earlier, not all internal 
audit reports are provided to the Secretariat. 


1.95 While the Centre has a number of initiatives in progress to assist the 
internal audit community, it generally does not have the community’s 
confidence. The community has developed its own approaches to developing 
methodologies and sharing practices among its members. Many heads of 
internal audit commented on the absence of strategic leadership from the 
Centre. In particular, a number of departmental internal audit groups have 
developed strategies for working collaboratively among themselves to resolve 
issues. This exercise involves dedicating resources and contract funds to 
address such issues as quality assurance reviews, benchmarks for internal 
audit, and developing methodologies. Such activity reflects, in our opinion, a 
lack of confidence in the Centre to resolve key issues facing the internal 


audit community. 


1.96 Overall, the Centre is not adequately discharging its obligation under the 
Policy on Internal Audit. Why has it not provided leadership? The Centre’s 
staff suggested a number of reasons. They told us that funding for the Centre 
was uncertain. This has led the Centre to cut back or eliminate key activities 
such as the Heads of Internal Audit Conference and makes it difficult for the 
Centre to attract and retain staff and develop any long-range plans. 
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1.97 ‘To assess this, we reviewed the budget for the Centre. In 2001-02, 
the Centre spent $1,488,203 of its $1,563,255 operating and maintenance 
budget; in 2002-03, it spent $1,291,661 of its $1,342,000 budget. 

For 2003-04, the Centre’s approved operating and maintenance budget was 
$627,347— it only received $136,100. The remaining $491,247 was shifted 
to other areas of the Secretariat. At the time of our audit, the 2004-05 
budget for the Centre had not been approved. 


1.98 The effectiveness of the Centre has been affected by frequent changes 
in leadership. Since 2000, it has had five executive directors and five deputy 
comptrollers general, until the appointment of the new Comptroller General 
in 2004. The Centre’s Executive Director reports to this position. This 
turnover has meant that sustained, committed leadership at the Centre has 
been lacking. 


1.99 Recommendation. The Treasury Board Secretariat should evaluate 
the Centre of Excellence for Internal Audit’s capacity to meet the 
responsibilities established for it by the Policy on Internal Audit and take 
actions to address any gaps in their capacity. 


The Secretariat’s response. Agreed. The Secretariat recognizes that it has to 
take on a stronger role. There is now underway a thorough analysis of the role 
that the Secretariat should play in the overall government internal audit 
regime and of the capacity that will be required to deliver. 


1.100 Effective | June 2004 the government re-established the Office of the 
Comptroller General to strengthen comptrollership and oversight across the 
federal government. The Comptroller General’s key duties include setting or 
reviewing the auditing standards and policies of the Government of Canada, 
providing leadership to ensure and enforce appropriate financial controls, and 
promoting sound resource stewardship at all levels across the federal 
government. This will necessitate taking clear steps to strengthen internal 
audit within the Canadian federal government. 


Conclusion 


1101. While investments have been made and steps taken to strengthen the 
internal audit community within the federal government, considerable work 
remains to be done if the government is to achieve the objectives established 
in the Policy on Internal Audit. The effectiveness of internal audit varies 
considerably within the federal government. It is dependent upon the nature 
and extent of departmental senior management’s understanding of the role 
that internal audit can and should play within an organization and the level 
of support that senior management provides. The success of internal audit 
depends upon the professionalism of the internal audit activity and the value 
that it adds to the department. Both are fundamental prerequisites. 


1.102 Ona government-wide basis the Treasury Board Secretariat’s Centre of 
Excellence for Internal Audit must establish a clear strategic direction for 
government departments and the internal audit community. As well, the 
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Centre must develop the necessary capacity if it is to effectively meet its 
responsibilities as established by the Policy on Internal Audit. Achieving 
these objectives will require consistent execution of the Centre’s mandate, 
and consistent, stable funding and support for the mandate from the 
Secretariat’s senior management. 


The Secretariat’s response. The Treasury Board of Canada introduced a new 
Policy on Internal Audit in April 2001 aimed at repositioning internal audit in 
the public service as a provider of assurance services to departmental 
management. Good progress has been made, but it was always anticipated 
that full implementation would take several years. The report on internal 
audit in departments and agencies highlights a number of opportunities for 
improvement. The Secretariat agrees that improvement is required. 


Early this year the government announced a number of initiatives to 
strengthen comptrollership in the public service, including the 
re-establishment of the Comptroller General within the Treasury Board 
Secretariat. In this context, the government signaled its commitment to 
strengthening internal audit across the public service and has directed 
Treasury Board Secretariat to establish a more effective government internal 
audit function. As a result, the Comptroller General is currently developing 
proposals that are aimed at ensuring that the Canadian public service has a 
high performance internal audit regime. These proposals include 


* strengthening internal audit capacity across the public service in terms 
of both resources and skills; 


* amore structured role for departmental audit committees, and measures 
to enhance the independence and qualifications of audit committee 
members; 


- defining the role of the departmental head of audit and emphasizing the 
need for independence and professionalism in that role; 


* new roles for the Comptroller General in carrying out cross-departmental 
internal audits and supporting internal audits in small departments and 
agencies; and 

* strengthened roles for the Comptroller General in monitoring and 
supporting internal audit performance in departments, including the 
introduction of uniform, proven operating processes for internal auditing 
in all departments. 


These proposals address many recommendations directly. The Policy on 
Internal Audit will be amended to the extent necessary to implement them. 
Implementation will be a multi-year initiative, requiring a carefully planned 


transition and monitoring of results. 
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About the Audit 


Objectives 


The objective of the audit was to assess whether departmental internal audit groups and the Treasury Board 
Secretariat’s Centre of Excellence for Internal Audit met the objectives set out for them in the Policy on Internal Audit. 


The audit also considered the nature and extent of the Secretariat’s active monitoring and the completeness of its 


human resource strategy for the internal audit community. 


Scope and approach 


To assess the compliance of departmental internal audit groups, we conducted quality assessments in a sample of 


departments and agencies to determine whether the objectives of the Policy, which incorporate the Institute of 
Internal Auditors’ International Standards for the Professional Practice of Internal Auditing, were being met. We assessed 


the work of the internal audit groups that was completed after the introduction of the revised Policy. 


The organizations selected for a detailed quality assessment were 


the Canadian International Development Agency, 


Foreign Affairs and International Trade (on 12 December 2003, this Department was divided into two 
departments—Foreign Affairs Canada and International Trade Canada), 


Human Resources Development Canada (on 12 December 2003, this Department was divided into 
two departments—Human Resources and Skills Development Canada and Social Development Canada), 


Natural Resources Canada, 
Public Works and Government Services Canada, and 


the Royal Canadian Mounted Police. 


Criteria 


The criteria for the audit are based on the Policy on Internal Audit issued by the Treasury Board. The Policy requires 
that internal audit groups: 


be organizationally independent and staffed with individuals who have an impartial, unbiased attitude and 
avoid conflicts of interest; 


have the capacity to accomplish its responsibilities, by having sufficient resources and being staffed with 
competent people, effectively deployed, who work to professional standards; use good communication 
practices; and adhere to public service and professional ethics, values, and codes of conduct; 


have the breadth of knowledge to accomplish its responsibilities, by using work teams that collectively possess 
or have access to sufficient expertise of the subject matter being audited; 


be managed effectively with approved plans that address areas of highest risk and significance and provide 
periodic summary reports to management on the activities and performance of the internal audit function and 
on any significant risks and control issues; 


conduct individual audits in an effective and efficient manner with risk-based plans that address the scope of 
the engagement, with work programs that meet the objectives of the engagement, and sufficient appropriate 
evidence that supports the findings and conclusions; 


prepare clear concise reports on a timely basis so that management can readily focus on and understand the 


important issues being reported. Reports should provide context for the observations and identify to whom the 
recommendations are directed; 


ensure that the Treasury Board Secretariat is provided with annual internal audit plans and completed reports; 
and 


ensure reports are made accessible to the public in an efficient and effective manner. 
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Treasury Board’s Policy on Internal Audit has adopted the International Standards for the Professional Practice of 


Internal Auditing issued by the Institute of Internal Auditors as its standard. Accordingly, we used the Institute’s 
standards to elaborate and provide detail for the criteria statements. 


The 


criteria for assessing departmental audit committees are similarly based on the requirements of the Policy on 


Internal Audit. Departmental audit committees should 


e 


The 


strengthen the independence and effectiveness of the internal audit function; 


provide complete, accurate, and timely advice and counsel to the deputy head on the adequacy, design, and 
operation of management control frameworks, and the quality of financial and other performance information 
used for decision making and reporting; 


provide the deputy head with adequate information that allows him/her to inform the Treasury Board 
Secretariat, as necessary, on significant issues of risk, control, or weaknesses in management practices; 


ensure that management action plans incorporate the results of internal audit into the departmental priority 
setting, planning, and decision-making processes; 


ensure that management action plans, if implemented, are sufficient to address the weaknesses identified in the 
internal audit report; and 


monitor the performance of the internal audit group to ensure the objectives of the Policy on Interna! Audit are 
met. 


Secretariat, through its Centre of Excellence for Internal Audit should 


monitor progress in departments and agencies on a government-wide basis. Strategic intervention should be 
exercised as appropriate to support the implementation of the Policy on Internal Audit; 


provide sound professional advice to deputy heads, heads of internal audit, and internal audit practitioners, 
which will support efforts to implement the Policy on Internal Audit; and 


keep Parliament informed about matters of significance and the progress made in achieving the objectives of 
the Policy on Internal Audit. 


Audit team 


Assistant Auditor General: Doug Timmins 
Principal: Bruce C. Sloan 
Directors: Frank Cotroneo and Gaétan Poitras 


Brian Brisson 


Heather Miller 
For information, please contact Communications at (613) 995-3708 or 1-888-761-5953 (toll-free). 
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Chapter 


Implementation of 
the National Initiative 
to Combat Money Laundering 


All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 


Table of Contents 


Main Points 


Introduction 


Focus of the audit 


Observations and Recommendations 


Institutional framework 


Canada has a comprehensive anti-money-laundering system that is generally consistent 
with international standards 


Success hinges on co-operation among many partners 
Exemption of lawyers leaves a gap in coverage 


Disclosure of financial intelligence 


No written criteria are used in deciding which cases to disclose 

Restrictions on the information that may be disclosed limit the value of disclosures 
More needs to be done to encourage submission of voluntary information reports 
Limited feedback is provided to reporting entities 

Backlog of reports on cross-border movements of currency limits their intelligence value 
Disclosure of cases related to tax evasion is insufficient 


Compliance 


Outreach to reporting entities is extensive but provides little strategic intelligence 
Unregulated reporting entities pose significant compliance challenges 


Enforcement mechanisms are incomplete 


Performance measurement and reporting 


Information on the Initiative’s effectiveness is limited 


— Conclusion 
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Implementation of 
the National Initiative 
to Combat Money Laundering 


Main Points 


21 ‘To strengthen its anti-money-laundering strategy, in 2000 Canada 
introduced the National Initiative to Combat Money Laundering, making it 
mandatory to report certain financial transactions to the new Financial 
‘Transactions and Reports Analysis Centre, or FINTRAC. The mandate of 
FINTRAC was to analyze these transaction reports and disclose information 
to police and other authorities to facilitate the investigation and prosecution 
of money laundering. After September 11, 2001, FINTRAC’s mandate was 
broadened to also apply to the financing of terrorist activities. Canada now 
has a comprehensive strategy against money laundering and terrorist 
financing that is generally consistent with international standards. However, 
a number of factors impede the strategy’s performance. 


2.2 Legislation limits the information FINTRAC may disclose on 
suspicious transactions to so-called “tombstone” data: account numbers; 
names of the account holders; and places, dates, and values of transactions 
that have occurred. When a disclosure is related to an ongoing investigation, 
these data can be useful in corroborating findings or providing new leads. 
Otherwise, law enforcement and security agencies normally find that the 
information FINTRAC discloses is too limited to warrant action, given their 
existing caseloads and scarce resources. In short, as the system now works, 
FINTRAC disclosures can contribute to existing investigations but rarely 
generate new ones. 


23 Effective efforts against money-laundering and terrorist-financing 
activities begin where these activities take place—with the financial 
institutions and others that handle the illicit funds. FINTRAC has an 
extensive outreach program to help the parties who are required to report 
understand their obligations. However, it gives them little feedback on their 
reports and on trends in money laundering and terrorist financing, feedback 
that could help them identify suspect transactions and produce better reports. 
Moreover, policies and procedures to monitor and ensure their compliance 
with reporting requirements have still not been implemented fully. 


24 The Initiative involves a partnership among several federal 
organizations, law enforcement and security agencies, and industry regulators. 
All of these partners need to work together closely if resources are to be used 
effectively to detect and deter money-laundering and terrorist-financing 
activities. We found that while the partners interact regularly, co-operation 
among them could be improved. 
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25 One area where improved co-operation would help is the development 
of effective accountability mechanisms for the Initiative. FINTRAC collects 
and analyzes huge quantities of reports and other information and provides 
financial intelligence to law enforcement agencies and other authorities. It 
depends on their feedback to know how they use its disclosures and to what 
benefit. To date, however, not all recipients track their use of the information 
disclosed to them by FINTRAC. Without a comprehensive system for 
monitoring the use of its disclosures, it is impossible for FINTRAC to assess 
the value of the intelligence it provides and how it can be made better. It is 
equally impossible to assess the Initiative’s performance overall and its impact 
on money-laundering and terrorist-financing activities in Canada. 


26 We identified a number of government actions needed to make the 
Initiative more effective: 


* Broaden the kinds of information that FINTRAC may disclose, within 
limits that respect the privacy rights of Canadians. 


+ Implement a management framework to provide direction and to 
strengthen the co-ordination of efforts within the federal government 
and with stakeholders at other levels of government and in the private 
sector. 


¢ Establish accountability structures to ensure that the information 
needed for measuring the Initiative’s performance is collected and that 
results are reported to Parliament regularly. 


27 Legislation calls for parliamentary review of the Initiative by 

5 July 2005. The parliamentary committee conducting that review may wish 
to look at these issues and at whether lawyers are still exempt from the anti- 
money-laundering legislation, as they have been since March 2003 following 
successful legal challenges. 


The government has responded. FINTRAC, the Department of Finance 
Canada, and the Canada Revenue Agency are in general agreement with our 
recommendations. Their respective responses are included in full throughout 
the chapter. 
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Introduction 


28 During the 1990s, the Paris-based Financial Action Task Force on 
Money Laundering, the international standard-setting body for efforts against 
money laundering, criticized Canada’s anti-money-laundering strategy. 
Specifically, it criticized Canada for relying on the voluntary reporting of 
suspicious transactions and for lacking a central financial intelligence unit to 
receive, analyze, and disclose information related to money laundering. 


29 The National Initiative to Combat Money Laundering, introduced in 
2000, was designed in part to respond to these criticisms. Legislation adopted 
that year, the Proceeds of Crime (Money Laundering) Act, created a system for 
the mandatory reporting of suspicious financial transactions, cross-border 
transfers of large amounts of currency, and certain prescribed transactions. 
(Exhibit 2.1 indicates the types of parties and information to which the 
reporting requirements apply.) The legislation also established an agency, the 
Financial Transactions and Reports Analysis Centre of Canada (FINTRAC), 
to collect and analyze these financial transaction reports and disclose 
pertinent information to the police and other authorities in order to help 
them investigate and prosecute money laundering. 


Exhibit 2.1 Canada’s anti-money-laundering reporting regime 


Who must report 


Deposit-taking institutions 


¢ Life insurance companies, brokers, or agents 


Securities dealers, portfolio managers, and investment counsellors 
¢ Money services businesses 


e Foreign exchange dealers 


Accountants and real estate agents, when carrying out certain activities for their 
clients 


Casinos 


Individuals or entities transferring large amounts of currency or monetary 
instruments into or out of Canada 


What they must report 
¢ Suspicious transactions on money laundering or terrorist financing 
¢ Possession or control of terrorist-owned property 
* International electronic fund transfers of $10,000 or more 
* Cash transactions of $10,000 or more 
* Cross-border currency transfers of $10,000 or more 


¢ Customs seizure reports 


Source: FINTRAC 
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210 After the terrorist attacks of September 11, 2001, Parliament 
broadened the scope of the anti-money-laundering legislation to also apply to 
the financing of terrorist activities. The Proceeds of Crime (Money Laundering) 
Act became the Proceeds of Crime (Money Laundering) and Terrorist Financing 
Act. The new act expanded reporting requirements to include the reporting 
of suspected terrorist-financing activities, and broadened FINTRAC’s 
mandate to the detection, deterrence, and prevention of terrorist financing as 
well as money laundering. 


2.11 Several government departments and agencies besides FINTRAC are 
directly involved in implementing the government's anti-money-laundering 
Initiative: 


* The Department of Finance Canada is responsible for evaluating the 
Initiative, developing policies, and co-ordinating Canada’s participation 
in international efforts against money laundering and terrorist financing. 


» The Canada Border Services Agency administers the requirements for 
reporting cross-border transfers of currency or other monetary 
instruments, such as travellers’ cheques, stocks, and bonds. 


+ The RCMB the Canadian Security Intelligence Service (CSIS), and the 
Canada Revenue Agency receive and act upon information disclosures 


from FINTRAC. 


* The Department of Justice Canada prosecutes money-laundering and 
terrorist-financing offences. 


* Public Safety and Emergency Preparedness Canada has a leadership role 
under the National Agenda to Combat Organized Crime, which 
identifies money laundering as a national priority; a role in the 
accountability of other partners in the Initiative (namely, the Canada 
Border Services Agency, CSIS, and the RCMP); and a role in 


co-ordinating the development of policies to counter terrorist financing. 


2.12 Exhibit 2.2 shows the resources allotted to the various partners for 
Initiative activities over the past four years; at the end of March 2004 they 
had spent a total of $140.1 million. FINTRAC received an additional 
$34.2 million over this period for its expanded mandate to detect and deter 
terrorist financing. Currently, the ongoing administrative costs of the 
Initiative and of FINTRAC’s terrorist financing mandate total roughly 

$45 million a year. Reporting entities also spend considerable sums on 
compliance. 


Focus of the audit 


213 The Auditor General’s April 2003 Report, Chapter 3, Canada’s 
Strategy to Combat Money Laundering, set out the background to the 
government’s anti-money-laundering strategy and the challenges it had to 
meet to be effective. This chapter reports on the results of changes to that 
strategy introduced in 2000 with the National Initiative to Combat Money 
Laundering. 
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2.14 The objective of the audit was to determine whether the management 
framework for implementing the Initiative 


- is designed appropriately to promote the detection and deterrence of 
money laundering and terrorist financing, and 


* provides accountability to Parliament for results achieved. 


215 As FINTRAC and the new reporting requirements were the key 
elements in the Initiative, our audit focussed primarily on FINTRAC’s 
operations. We also examined the anti-money-laundering activities of other 
partners in the Initiative, and especially their relationship to FINTRAC, 
which is key to how well the Initiative works and what it can achieve. 


2.16 Legislation calls for a parliamentary committee to review the Initiative 
by 5 July 2005. We believe that the issues raised in our audit will be of interest 
to that committee and that it may find them useful in its review. 


217 Further details on our audit objectives, scope, approach, and criteria 
are presented in About the Audit at the end of the chapter. 


Exhibit 2.2 Spending on the National Initiative to Combat Money Laundering ($ millions) 


| 2000-01 2001-02 | 2002-03 2003-04 Total 
FINTRAC! 18.0 28) 5) 26:3 eee 92.0 
Canada Revenue Agency and 5.3 6.0 6.0 6.0 Aeon 
Canada Border Services 
Agency 

4 

RCMP 2.6 4.9 4.9 4.9 i8 
Justice Canada 0.6 eZ 132 2. 4.2 
Citizenship and Immigration 0.0 0.7 OF Oe Dal 
Canada@ 
Finance Canada C3 03 Or3 Ox 1g2 
— = = mis cee see toa | | 140.1 


' Also received $10 million in 2001-02, $14.7 million in 2002-03, and $9.5 million in 2003-04 for 
its expanded mandate to detect and deter terrorist financing. 


2 Activities funded under the Initiative were integrated into the Canada Border Services Agency with the 
reorganization of government departments (December 2003). 


Source: Finance Canada and FINTRAC 
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Institutional framework 


Observations and Recommendations 


Canada has a comprehensive anti-money-laundering system that is generally 
consistent with international standards 


218 With the introduction of the Initiative, Canada now has in place most 
of the elements that the Financial Action Task Force on Money Laundering 
has recommended for an effective anti-money-laundering system. Canadian 
law makes money laundering a crime, based on a wide range of underlying 
offences. In addition, Canada has reporting requirements with broad 
application, and a financial intelligence unit with important advantages over 
counterparts in other countries: 


* A broad range of transactions must be reported to FINTRAC, including 
international electronic funds transfers in addition to large cash and 
suspicious transactions. Few other financial intelligence units receive 
reports on electronic funds transfers. 


« Electronic reporting is required where it is possible; more than 
99 percent of reports received by FINTRAC are filed electronically. 


¢ In staff and resources, FINTRAC is among the largest financial 
intelligence units in the world. 


219 At the same time, FINTRAC’s operations and its capacity to provide 
financial intelligence to law enforcement are limited by a strict legislative 
framework designed to protect the privacy of the information FINTRAC 
receives. A key feature of that framework is FINTRAC’s status as an 
independent agency that operates at arm’s length from law enforcement. In 
addition, the conditions under which FINTRAC may disclose information 
and the information that it may disclose are set out specifically in legislation. 
These safeguards are unusual: most other countries allow much closer links 
and easier flow of information between their financial intelligence units and 
law enforcement. 


2.20 In the four years since it was created, FINTRAC has invested heavily 
in computer technology and employee training to meet its objective of 
producing high-quality financial intelligence. It has devoted considerable 
effort to building relationships and developing policies to support the 
government’s strategy against money laundering and terrorist financing. In 
this relatively short period, FINTRAC has established itself as a key player in 
that strategy, though it does not yet have all capabilities fully in place. 


2.21. FINTRAC now receives some 10 million transaction reports a year 
(Exhibit 2.3). It analyzes these reports, together with other information it 
may collect, and it discloses designated information when it has “reasonable 
grounds” to suspect that the information may be relevant to the investigation 
or prosecution of money laundering or terrorist financing. In 2003-04, it 
made 197 disclosures to law enforcement and other agencies, up from 103 the 
year before. About one quarter of its disclosures were related to suspected 
terrorist financing and the rest to suspected money laundering. Exhibit 2.4 
shows the distribution of FINTRAC disclosures by recipient agency. 
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Exhibit 2.3 FINTRAC received 9.5 million transaction reports in 2003-04 


Voluntary information 
reports (546) 


Suspicious transaction 
reports (14,794) 


Other (29,541) 


Large cash 
transaction reports 
(2,792,910) 


Electronic funds 
transfer reports 
(6,689,626) 


Source: FINTRAC 


Exhibit 2.4 The distribution of FINTRAC disclosures in 2003-04, by agency 


Provincial/municipal CSIS (36) 
police (66)\ a CBSA (1) 


Other financial 
intelligence units (21) 


RCMP (167) 


The total was 197 disclosures, but many disclosures were provided to more than one agency. 


Source: FINTRAC 


2.22 The impact of these disclosures is hard to assess adequately, owing in 
part to incomplete follow-up on how they are used. Officials from law 
enforcement and security agencies told us that FINTRAC disclosures 
contributed new intelligence to ongoing investigations but rarely led to new 
investigations. Investigations into money laundering and terrorist financing 
can be complex and lengthy. At the time of our audit, no prosecutions had 


been launched yet as a result of FINTRAC disclosures. 


Success hinges on co-operation among many partners 


2.23 The success of the Initiative depends on co-operation among not only 
the several federal departments and agencies involved as partners but also 
provincial and municipal law enforcement agencies and regulatory 
authorities, the financial sector, and others who are required to report. All of 
these partners and stakeholders need to work together closely if resources are 
to be used effectively to detect and deter money laundering and terrorist 
financing. 
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2.24 Federal partners in the Initiative interact regularly with each other and 
with external stakeholders. FINTRAC, in particular, has an ambitious 
outreach program and consults extensively with law enforcement agencies 
and reporting entities to explain what it does and to obtain feedback on its 
disclosures. The federal partners interact primarily through an 
interdepartmental working group led by Finance Canada. The group meets 
regularly and, although no minutes are kept, participants we interviewed said 
that it provides an effective means of discussing common issues. 
Interdepartmental meetings of officials at the assistant deputy minister level 
also take place from time to time and provide another forum for discussing 
Initiative issues. 


2.25 Nevertheless, at the operational level we found signs of friction, such 
as the following: 


¢ Despite the significant outreach efforts by FINTRAC over the past three 
years, police forces still are sometimes reluctant to share information 
with it and do not give much weight to unsolicited disclosures by 


FINTRAC. 


* Connectivity problems between the information technology systems of 
FINTRAC and the Canada Border Services Agency have led to a large 


backlog of unprocessed reports on cross-border currency transfers. 


* FINTRAC and the Canada Revenue Agency have yet to agree on 
criteria for identifying money-laundering transactions that could also be 
related to tax evasion. 


¢ Some reporting entities told us that regulatory requirements are often 
announced or imposed on them without adequate appreciation of the 
difficulties and costs of compliance. 


2.26 In an initiative with so many players, relationship problems are not 
surprising. Moreover, the anti-money laundering initiative is relatively new, 
and many of these problems could reflect inevitable growing pains. It takes 
time to establish effective networks for co-operation and to build the trust on 
which co-operation depends. 


2.27 We believe that to support that process, more effective mechanisms 
and leadership are needed for co-ordinating efforts both within the federal 
government and among all stakeholders. At the federal level, the 
interdepartmental working group chaired by Finance Canada lacks the scope 
and mandate for effective support of a co-ordinated campaign against money 
laundering and terrorist financing. The meetings of officials at the assistant 
deputy minister level lack effective procedures for resolving 
interdepartmental disputes and ensuring accountability for results. We found, 
as we had in our audit of the anti-terrorism measures of 2001, that the 
government did not have a management framework to direct complementary 
actions in separate agencies. 


2.28 The Initiative would also benefit from mechanisms that would bring in 
provincial and private sector stakeholders. Faced with a similar challenge, the 
United States and the United Kingdom have established anti-money- 
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laundering advisory committees with representatives of law enforcement, 
government, and industry. These committees meet regularly to consider 
emerging issues and develop approaches to dealing with them. They have 
proved useful in those countries, and such committees could help here as 
well. = 


2.29 Recommendation. The government should establish an effective 
management framework to provide direction and co-ordinate anti-money- 
laundering efforts at the federal level. It should also consider establishing an 
anti-money-laundering advisory committee with representatives of 
government, industry, and law enforcement to regularly discuss issues of 
common interest and develop approaches for dealing with emerging issues. 


Finance Canada’s response. As noted in the chapter, the Department of 
Finance chairs the current interdepartmental group at the assistant deputy 
minister level and its working-level extension. While these forums have been 
successful in co-ordinating initiative-wide efforts, reporting the results of 
these efforts, and discussing and resolving common issues, the Department of 
Finance will examine the roles of these interdepartmental groups and make 
any improvements or changes as required. 


As well, the Department of Finance will review international best practices 
(including the UK and U.S. models) in considering the merits of establishing a 
formal advisory committee for the overall Initiative with broad representation 
from government, industry, and law enforcement. 


Exemption of lawyers leaves a gap in coverage 


2.30 Initial anti-money-laundering regulations included lawyers and legal ° 
firms among the entities required to report suspicious financial transactions. 
But legal service providers were exempted from the regulations in 

March 2003, following successful court challenges by lawyers on the grounds 
that reporting requirements violated lawyer-client privilege. This exemption 
is widely regarded as a serious gap in the coverage of the anti-money- 
laundering legislation. It means that individuals can now do banking through 
a lawyer without having their identity revealed, bypassing a key component of 
the anti-money-laundering system. 


2.31 Ina 2001 report on money-laundering trends, the Financial Action 
Task Force on Money Laundering (FATF) drew attention to the growing use 
of channels outside the financial sector to launder funds. It noted specifically 
that “lawyers, notaries, accountants and other professionals offering financial 
advice have become the common elements to complex money laundering 
schemes. This trend is mentioned by almost all FATF members.” In response 
to these trends, the Task Force revised its “Forty Recommendations” in 

June 2003 to broaden the range of reporting entities covered, including 
notably lawyers, notaries, and other independent legal professionals. 


232 The Task Force’s recommendations are widely accepted as the 
international standard in national anti-money-laundering measures. The 
removal of lawyers from the reporting requirements of the legislation in 
Canada means that our anti-money-laundering system does not fully meet 
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Disclosure of financial intelligence 


international standards, yet meeting them was one of the objectives of the 
National Initiative to Combat Money Laundering. 


2.38 
have been discussing options for bringing the legal profession back within the 


Over the past 15 months, Finance Canada and Canadian law societies 


coverage of the legislation’s reporting requirements without compromising 
lawyer-client privilege. 


No written criteria are used in deciding which cases to disclose 


2.34 FINTRAC analysts review reports the agency receives, looking for 
links to money laundering or terrorist financing. They search FINTRAC’s 
database for information linking a report to a broader pattern of financial 
transactions, and they match this information with information from other 
sources, including law enforcement and commercial databases and open- 
source electronic and print media. When the analysis reveals “reasonable 
grounds to suspect” that a transaction is related to money laundering or 
terrorist financing, the analyst recommends to FINTRAC’s Disclosure 
Committee that a disclosure be made. The Committee, in turn, advises the 
Director, who makes the final decision (Exhibit 2.5). 


2.35 
determine whether a transaction is related to money laundering or terrorist 


Analysts use a wide variety of indicators from a number of sources to 


financing. These include indicators and typologies issued by the Financial 
Action Task Force on Money Laundering, as well as anti-money-laundering 
guidelines issued by a number of financial intelligence units to their reporting 


Exhibit 2.5 How FINTRAC reports contribute intelligence for investigation and prosecution 


Are there reasonable grounds to suspect money laundering or terrorist financing? 


@ FINTRAC's analysts examine 
reports received from 
reporting entities and other 
sources of information. 


eee turn decides to 
Ss <So- disclose or not. Vie 
“SRS = 
: ——e 


& The Disclosure 
Committee advises 
the Director, who in 


( 


Disclosure recipients 
investigate possible 
wrongdoing, adding other 
information. 


Disclosure is made to law 
enforcement and other 
authorities. 
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entities. But FINTRAC has no set of written criteria to guide its analysts in 
determining when a threshold for disclosure has been met or to help the 
Disclosure Committee and the Director decide whether to disclose a case. 


2.36 While it will always take a certain level of judgment to decide what 
constitutes “reasonable grounds” for suspicion, an explicit framework would 
help produce consistent decisions among analysts and over time. If developed 
with the assistance of law enforcement and security agencies and shared with 
them, a framework would also help improve their understanding of 
FINTRAC’s disclosure threshold and increase their confidence in the value 
of the disclosures they receive from FINTRAC. 


2.37 Recommendation. In co-operation with law enforcement and security 
agencies, FINTRAC should establish a set of written criteria to guide its 
analysts and its Disclosure Committee in determining which transactions to 
disclose. 


FINTRAC’s response. FINTRAC continually seeks to refine and improve 
the tools it uses for its analytical function. A reference guide of indicators was 
developed with the assistance of work done by the Financial Action Task 
Force and the Egmont Group of financial intelligence units. These 
internationally recognized indicators have been developed with input from 
law enforcement. In addition, FINTRAC, with law enforcement and security 
agency representatives, will review the current guide of indicators to ensure 
that they meet the requirements of the Canadian context. As noted in the 
chapter, the analysis and disclosure processes will continue to rely heavily on 
judgment, as each suspected case of money laundering, terrorist activity 
financing, or threat to the security of Canada must be assessed on its own 
merit. 


Restrictions on the information that may be disclosed limit the value of disclosures 


2.38 The Proceeds of Crime (Money Laundering) and Terrorist Financing Act 
permits disclosure of “designated information” when it passes the threshold 
for “reasonable grounds to suspect” that the information would be relevant to 
investigating money laundering or terrorist financing. “Designated 
information” under the Act includes a transaction’s date and place, its value, 
and the associated account numbers and names of the parties involved— 
so-called “tombstone” information. 


239 When a disclosure is related to an ongoing investigation, it can 
contribute much useful support by providing new leads and helping to 
“chase the money,” as one law enforcement officer put it. Otherwise, law 
enforcement and security agencies generally find that the information 
FINTRAC discloses is too limited to warrant action. Police forces in large 
urban centres, in particular, are already too swamped by their own 
investigations to take on new cases based on FINTRAC disclosures. Unless 
they concern an ongoing case, most disclosures are simply added to the 
recipient police force’s database as possible future intelligence. 


240 Law enforcement officers told us that suspicious-transaction reports 
they receive directly from banks often contain more useful information than 
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FINTRAC disclosures—they are more current and provide the reasons for 
suspicion. This is a serious criticism of a system set up expressly to add value 
to the raw information provided by reporting entities. 


241 Finance Canada chairs a working group—which includes FINTRAC 
and law enforcement—that is exploring the possibility of adding telephone 
numbers, publicly available information such as names of a company’s 
directors, and other information to FINTRAC disclosures to make them more 
useful. However, what the disclosures lack most is context: What led 
FINTRAC to suspect the presence of money laundering or terrorist 
financing? Without that context, law enforcement agencies are reluctant to 
devote scarce resources to an investigation that could lead to a dead end. 


242 Legislation provides that law enforcement and security agencies who 
want more information from FINTRAC may apply to a judge for a 
“production order” to access additional details on transactions and the 
analysis supporting the disclosure. Only two such requests have been 
submitted to date; both were granted. 


243 Law enforcement and security officers we interviewed cited two basic 
reasons for the reluctance to apply for production orders. One is that the 
legislative threshold is high, the same as for a search warrant: the applicant 
must satisfy the court that there are “reasonable grounds to believe” an 
offence has been committed. A search warrant is preferable because 
FINTRAC provides only intelligence, whereas a search warrant provides 
direct access to a target and to information that could be used as evidence. 
Moreover, the information contained in FINTRAC disclosures is generally 
considered below the legislative threshold that a production order requires. 


244 Disclosures are hand-delivered to recipients, in part for security 
reasons; this also gives FINTRAC liaison officers more opportunity to 
develop contacts with law enforcement and security agencies, explain 
FINTRAC’s mandate, and get feedback. In practice, though, this opportunity 
is severely limited by procedures that strictly prohibit the liaison officer from 
discussing any details of the disclosure beyond what is in the delivery package 
or venturing an opinion on what led FINTRAC to believe there are 
reasonable grounds to suspect that the information is relevant to money 
laundering or terrorist financing. 


245 The law enforcement and security officers we talked to all appreciated 
the need to safeguard privacy rights, but several thought FINTRAC’s 
interpretation of “designated information” might be excessively restrictive. 
The intent of the legislation is to protect privacy rights by prohibiting 
disclosure of information unrelated to a suspicious activity—but should 
disclosure of information on what makes an activity suspect also be 
prohibited? As long as FINTRAC continues using that interpretation, the 
value of its disclosures to law enforcement will remain limited. 


246 Recommendation. The government should carry out a review to 
identify changes that would improve the value of FINTRAC disclosures and 
the means to bring about those changes. 
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Finance Canada’s response. As noted in the chapter, the Department of 
Finance is chairing a working group of several Initiative partners to examine 
ways to improve the effectiveness of FINTRAC’s disclosures. 


The working group may identify possible operational improvements that 
could be made. Should there be proposed legislative amendments, the 
Department of Finance would look to the upcoming legislative reviews of 
Bills C-36 and C-22 as the appropriate venues for parliamentarians to 
consider recommended changes. 


More needs to be done to encourage submission of voluntary information reports 


247 Voluntary information reports from law enforcement and security 
agencies are an important source of intelligence for FINTRAC, and the 
agency promotes such reporting. Its liaison officers are instructed, when 
delivering disclosures, to advise recipients of the value of voluntary 
information reports to FINTRAC’s analysis and its ability to determine that 
there are reasonable grounds to suspect money laundering or terrorist 
financing. 


248 Indeed, though voluntary information reports make up only about 
two percent of the total of suspicious transaction and voluntary information 
reports, they contribute to two thirds of the disclosures FINTRAC makes. 
And those are the disclosures that law enforcement and security agencies find 
are most useful to their investigations and save them valuable time in 
confirming findings. 


249 Yet law enforcement agencies are often reluctant to submit voluntary 
information reports because they are uncertain how FINTRAC will use the ’ 
information. One agency told us that it hesitates to give FINTRAC 
information on ongoing investigations, out of concern that the investigations 
could be compromised. Another told us that it tends to submit voluntary 
information reports toward the end of an investigation, when it is about to 
close a file for lack of sufficient evidence. A third said that it does not submit 
voluntary information reports because it expects little back from FINTRAC. 


250 Indeed, in most cases a law enforcement or intelligence agency 
submitting a voluntary information report hears nothing further from 
FINTRAC, due to the legislative restrictions on the information it can share. 
Of 713 voluntary information reports submitted to FINTRAC to the end of 
March 2004, 113 had resulted in return disclosures. In the remaining 

600 cases, the agency submitting the report had no way of knowing whether 
FINTRAC was still working on the case or lacked meaningful additional 
intelligence to meet its threshold for disclosure. Unless FINTRAC has 
information that does meet its disclosure threshold, it simply sends nothing 
back. Its position is that outside of “designated information” determined to be 
relevant to money laundering or terrorist financing, the law prohibits any 
communication about the voluntary information report—not even an 


acknowledgement of receipt. 


251 Toa law enforcement or security agency, this situation is clearly 
unsatisfactory. It would like to know whether FINTRAC is working on a 
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report that it submitted and, if so, when it might expect a related disclosure. 
Such knowledge would minimize the possibility of closing a case prematurely 
on the assumption that FINTRAC had nothing to report. Or it could help the 
agency decide to terminate a case rather than wait for information that 
FINTRAC is not going to provide. In either case, valuable police time and 
resources would be saved. As the law now reads, however, FINTRAC is 
apparently prevented from communicating the status of a voluntary 
information report to the agency that submitted it. 


252 In our view, even within the existing legislative framework the 
voluntary information report process can be made more transparent and 
useful. It should be possible for FINTRAC to establish target turnaround 
times for voluntary information reports it receives and to make those targets 
public. Currently, it has no such timeline targets, even though one of its 
stated objectives is the delivery of timely financial intelligence. Explicit, 
publicly reported targets would reduce the present uncertainty for law 
enforcement and security agencies and could also motivate FINTRAC to 
return information in a shorter period of time than it often takes now. Making 
the voluntary information report process more useful to law enforcement and 
security agencies would, in turn, encourage them to use it more. 


2.53 Law enforcement and security agencies would also be encouraged to 
submit more voluntary information reports if FINTRAC used a standard 
electronic format, as it does for suspicious-transaction reports. This is an 
option that FINTRAC has considered but has not yet adopted. 


254 Recommendation. FINTRAC should establish target turnaround 
times for voluntary information reports it receives from law enforcement and 
security agencies and should make those targets public. 


FINTRAC’s response. FINTRAC will establish target turnaround times by 
which it will give notice to domestic disclosure recipients (law enforcement, 
CSIS, and other government agencies) of the status of the voluntary 
information they have provided. 


Limited feedback is provided to reporting entities 


255 Evaluation and feedback are important means for improving the 
quality of transaction reports to FINTRAC and hence their usefulness. 
Effective monitoring of money laundering and terrorist financing therefore 
begins with the reporting entities—dealing directly with customers and 
handling transactions puts them in the best position to notice unusual 
activity and identify suspicious transactions. But they must know how to spot 
such transactions and report them properly. 


2.56 FINTRAC has an extensive outreach program to help the parties who 
are required to report understand and meet their obligations, but it gives 
them limited feedback on the reports they provide. Over the past year, it has 
made presentations to individual banks upon request, providing information 
on reporting trends and on the contribution the bank’s reports have made to 
FINTRAC disclosures. Publicly available feedback, which could benefit all 
reporting entities, is limited to the number of reports FINTRAC receives by 


14 


Chapter 2 


Report of the Auditor General of Canada—November 2004 


IMPLEMENTATION OF THE NATIONAL INITIATIVE TO COMBAT MONEY LAUNDERING 


reporting sector. Representatives of reporting entities we talked to wanted 
more feedback, and we believe that more can be provided. 


2.57 While legislation prevents it from giving feedback on how it has used 
specific reports, FINTRAC should be able to provide information by sector on 
the quality of reports, typical reporting errors, and attributes of a good report. 
It should also be able to provide summary information on how the reports it 
receives are used and to what benefit. More feedback of this kind could help 
reporting entities improve the quality of their reports and strengthen their 
commitment to the reporting process by demonstrating the benefits of the 
efforts and resources they have invested. 


Backlog of reports on cross-border movements of currency limits their 
intelligence value 


2.58 The legislation provides that all cross-border transfers of currency or 
other monetary instruments valued at $10,000 or more must be reported toa 
customs officer. Customs inspectors have authority to seize unreported 
currency. If the money is suspected to be the proceeds of crime, it is “seized as 
forfeit.” 


259 Customs officers collect these reports and forward them to the 
Database Section of the Canada Border Services Agency (CBSA) at its 
headquarters in Ottawa. There they are entered into an automated system 
using entry fields specified by FINTRAC, and the reports are sent to 
FINTRAC. 


260 Reporting of cross-border currency transfers became a requirement on 
6 January 2003. According to the CBSA, it had collected over 60,000 reports 
by the end of March 2004 and made 1,521 currency seizures, totalling more 
than $46 million. In 224 of those cases, the currency was forfeited as 
suspected proceeds of crime or funds for terrorist financing, yielding some 
$17 million to the Crown. 


261 The Canada Border Services Agency told us that the volume of reports 
and the resource levels needed to enter data for transmission to FINTRAC 
are considerably higher than originally anticipated. In addition, incompatible 
software and security firewalls between the two agencies have led to extended 
downtime and slow transmission of information. While reports resulting from 
enforcement actions such as currency seizures are processed on a priority 
basis, at the time of our audit a nine-month backlog of reports submitted by 
compliant travellers and businesses awaited data entry at CBSA headquarters 
in Ottawa. 


2.62 FINTRAC and the CBSA are working to resolve the connectivity 
problems between their information technology systems. Also, in 
September 2004 the CBSA hired two additional data entry clerks to help 
eliminate the backlog of unprocessed reports. 


263 Until the backlog is cleared, potentially valuable intelligence will 
remain unused in the fight against money laundering and terrorist financing. 
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Compliance 


Disclosure of cases related to tax evasion is insufficient 


264 The legislation requires FINTRAC to disclose designated information 
to the Canada Revenue Agency if it determines that, in addition to money 
laundering or terrorist financing, the information suggests possible tax 
evasion. 


2.65 Of 301 disclosures FINTRAC made to the end of March 2004, it made 
only three to the Canada Revenue Agency, two of which related to the same 
target. This disclosure rate appears to be unusually low. 


266 It is important that FINTRAC provide information to the Canada 
Revenue Agency because often where cases do not meet the threshold for 
criminal prosecution, civil liability for unpaid taxes may be possible. At any 
rate, FINTRAC must ensure that it makes such disclosures when information 
merits it, because it is required by law to do so. 


267 Recommendation. In consultation with the Canada Revenue Agency 
(CRA), FINTRAC should establish criteria for disclosure to CRA of cases 
involving possible tax evasion and should refer cases to the CRA that meet 
the criteria. 


FINTRAC’s response. The Canada Revenue Agency and FINTRAC are 
working together to define and establish indicators that would enable 
FINTRAC, once it has reasonable grounds to suspect that its information 
would be relevant to a money-laundering or terrorist-activity financing 
offence, to more readily determine whether the information would also meet 
the separate statutory test of being relevant to an offence of evading or 
attempting to evade taxes. FINTRAC and the CRA have been working 
together to design and deliver a workshop on indicators and typologies for 
staff from both agencies at the earliest opportunity. 


Canada Revenue Agency’s response. The Canada Revenue Agency fully 
agrees with this recommendation. The development of the criteria for 
disclosure of possible tax offences is a priority for the CRA and we are 
prepared to proceed expeditiously. 


268 FINTRAC is responsible for ensuring that all entities subject to the 
Proceeds of Crime (Money Laundering) and Terrorist Financing Act comply with 
their obligation under the Act to report certain transactions, keep records, 
identify clients, and implement an effective system of compliance. 


2.69 FINTRAC’s compliance function comprises three types of activity: 
* outreach, to encourage reporting entities to comply; 
* monitoring, to verify compliance; and 


* referrals to law enforcement, to deal with willful non-compliance. 


Outreach to reporting entities is extensive but provides little strategic intelligence 


270 FINTRAC’s approach to compliance is built on partnership and the 
assumption that reporting entities are willing to comply. It therefore 
concentrates heavily on education and outreach efforts to make sure that 
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reporting entities are aware of the requirements of the legislation and comply 
with them. 


2.71 Measures FINTRAC uses to promote awareness and compliance 
include 


* guidelines, advisories, pamphlets, press releases, and an annual report, 
all of which are available on its Web site; 


* presentations to individual reporting entities and at industry 
conferences across the country; and 


* consultations with reporting entities and their associations. 


272 FINTRAC has established a working group for each reporting sector 
and a framework to formalize consultations with each sector. Its ongoing 
consultations with the Canadian Bankers Association have significantly 
improved its relationship with this key business sector. Outreach efforts have 
been less effective with insurers, securities dealers, and real estate agents, in 
part because they do not see that money laundering is relevant to them, 
despite evidence to the contrary. 


273 This misconception reflects the need for more concrete, specifically 
targeted information on money laundering and terrorist financing. Up-to- 
date reports on techniques and trends in specific sectors can help reporting 
entities understand their own risks and where they might be vulnerable. 
Publishing cases of money laundering and terrorist financing, in a sanitized 
form if necessary to safeguard personal privacy, would also help increase 
awareness and improve compliance and reporting. 


2.74 As FINTRAC points out in its latest Report on Plans and Priorities, it 
is “uniquely positioned to provide strategic intelligence on broad trends and 
emerging developments in money laundering and terrorist activity financing 
to partners and stakeholders engaged in anti-money laundering and anti- 
terrorism efforts.” To date, however, it has taken little advantage of this 
position to develop and disseminate strategic intelligence. Representatives of 
reporting entities and law enforcement agencies told us they would welcome 
such “big picture” information and were disappointed that FINTRAC was 
not providing it. FINTRAC says the reporting regime is still young and it is 
too soon to draw conclusions. 


Unregulated reporting entities pose significant compliance challenges 


275 Compliance with anti-money-laundering requirements by federally 
regulated life insurance companies and deposit-taking institutions is assessed 
by the Office of the Superintendent of Financial Institutions (OSFI). OSFI 
has been issuing guidance since 1990 on sound practices for deterring and 
detecting money laundering. As part of supervising regulated financial 
institutions, OSFI reviews the adequacy of their anti-money-laundering 
practices and procedures and their compliance with the legislation. Provincial 
regulatory agencies perform similar supervision of provincially regulated 


institutions. 
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2.76 To make the best use of its own resources and minimize duplication of 
effort, FINTRAC intends to rely on federal and provincial regulators for the 
primary monitoring of regulated institutions. Legislative amendments that 
allow FINTRAC to share compliance information with regulators came into 
effect on 1 June 2004, and FINTRAC has already signed a memorandum of 
understanding with OSFI that provides for such information sharing. 
FINTRAC is negotiating similar arrangements with provincial regulators, and 
moving forward on this is critical—the more closely the opportunities for 
money laundering are monitored at the federal level, the more incentive 
there is to move money-laundering activities to the provincial level. 


2.71 The unregulated sector poses significantly bigger compliance 
challenges. It includes accountants and real estate agents, who at least are 
licensed and subject to some monitoring by their professional associations. 
But it also includes money service businesses, which—apart from their 
obligations under the Proceeds of Crime (Money Laundering) and Terrorist 
Financing Act—are neither licensed nor regulated. Indeed, there are no 
reliable figures on how many such firms exist. FINTRAC has attempted to 
build an inventory from telephone directories and newspaper ads, but the task 
is next to impossible: many money services are a part of other businesses such 
as travel agencies, small grocery stores, and gas stations; and they might not 
advertise. Complicating the task further, these services go in and out of 
business at a high turnover rate. 


2.78 The Financial Action Task Force on Money Laundering recommends 
that money service businesses be registered as a means of keeping track of 
them. Several countries, among them the U.S. and the UK, require these 
businesses to register. But the need for federal/provincial co-operation to 
implement an effective registration system complicates this option for Canada 
more than for most other countries. 


2.79 There is a concern that requiring them to register may drive some of 
these businesses underground, although legitimate businesses would likely 
welcome the requirement. At present, a money service business may find that 
banks are reluctant to deal with it because they cannot be sure that it is 
complying with requirements related to money laundering and terrorist 
financing. 


280 Registration would make it easier to monitor compliance by generating 
a list of licensed money service businesses; communication would also be 
easier. Finance Canada, with its Initiative partners, is considering options for 
licensing or registering money service businesses. 


Enforcement mechanisms are incomplete 


281 Along with outreach and monitoring, an effective compliance system 
also needs the capacity to impose appropriate penalties when reporting 
entities demonstrate willful non-compliance. The Proceeds of Crime (Money 
Laundering) and Terrorist Financing Act provides for penalties of up to five 
years in prison and up to $2 million in fines for non-compliance. 
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2.82 With many more reporting entities than resources available to monitor 
their compliance, enforcement action is critical to deterring non-compliance. 
People we interviewed in this audit pointed out that penalties in Canada are 
already more lenient than in the U.S. If a perception develops that 
enforcement is also lax, compliance will suffer, 


283 This is not news to FINTRAC. An internal report in May 2003 argued 
that the lack of enforcement was creating a competitive inequity that had to 
be addressed “to ensure that those who invest in compliance are not 
disadvantaged in the marketplace by having implemented compliance 
programs compared to non-compliers who have not invested.” 


2.84 Part of FINTRAC’s compliance program calls for the development of 
policies and procedures for referring cases of non-compliance to law 
enforcement. At the time of our audit, these policies and procedures were still 
being developed and no referrals had been made. Outreach and education 
promote compliance by entities that are willing to comply; but when 
education fails, FINTRAC must be prepared to take the next step. 


Performance measurement and —_ Information on the Initiative’s effectiveness is limited 
reporting 

2.85 Soon after the National Initiative to Combat Money Laundering 
received legislative approval in June 2000, Finance Canada in collaboration 
with the other Initiative partners prepared a comprehensive evaluation 
framework to assess the appropriateness of the funding levels. The framework 
had two stages: a limited assessment in the third year of the Initiative would 
focus on program design and implementation, and a more extensive 
evaluation in the fifth year would assess the impacts of the Initiative 
compared with the anticipated outcomes. In addition, section 72 of the 
Proceeds of Crime (Money Laundering) and Terrorist Financing Act provides that 
the administration and operation of the Act be reviewed by a parliamentary 
committee within five years of that section’s coming into force, that is, by 


5 July 2005. 


2.86 However, timely information on the ongoing performance of the 
Initiative is also needed to manage it and meet accountability objectives. The 
Treasury Board requires that departments and agencies measure program 
performance, relate it to program objectives, and report on results achieved. 
Indicators by which to measure performance are to go beyond activities and 
outputs to outcomes. Weighed against these requirements, the information 
on the Initiative that has been collected and reported to date is limited. 


287 The Initiative’s basic purpose is to detect and deter money laundering 
and terrorist financing. That is how FINTRAC, as a central player in the 
Initiative, defines its own strategic outcome. Yet the performance indicators it 
has set out in its Strategic Plan and Departmental Performance Report are 
mostly measures of operations—for example, numbers of reports received, 
disclosures made, compliance initiatives introduced, contacts made with 
stakeholders, and memoranda of understanding signed. Even for these, 
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FINTRAC has set no targets or expectations that could be used by 
management to know whether it achieved what it set out to achieve, and by 
Parliament to assess the agency’s performance. 


2.88 FINTRAC attributes this focus on the operational level partly to its 
status as a young agency, still developing. It says it will be shifting its emphasis 
to the impact of its products and activities. In January 2004, its Executive 
approved an Integrated Performance Management Framework designed to 
identify key measures of performance and develop appropriate systems to 
collect the necessary data. Based on a “scorecard” model, the framework is 
expected to provide benchmarks and indicators that will inform management 
each quarter of results achieved relative to established targets. Development 
of the framework was under way at the time of our audit, with completion 
targeted for the end of September 2004. 


289 Much of the information that FINTRAC needs to assess its 
performance comes from outside the agency. Financial intelligence that it 
provides to law enforcement and security agencies through case disclosures is 
FINTRAC’s main product. It needs feedback on these disclosures in order to 
know how they are being used and what difference they make. In 2003, 
FINTRAC set up a working group to develop options for collecting feedback 
on disclosures, but feedback remains largely anecdotal and episodic. 


2.90 Early in 2004, the RCMP’s Financial Crimes Branch agreed to put 
arrangements in place to track the status of cases disclosed by FINTRAC and 
report to it regularly. FINTRAC does not yet have any similar arrangements 
with other law enforcement and security agencies. 


2.91 Information on actions taken in response to FINTRAC disclosures is 
necessary not only so that FINTRAC can assess its own performance but also 
so the performance of the Initiative overall can be evaluated, since those 
disclosures are the Initiative’s main product. It is not possible to assess the 
Initiative’s effectiveness without information on the impact that FINTRAC 
disclosures have had on the investigation and prosecution of money- 
laundering and terrorist-financing offences. All partners in the Initiative thus 
have a shared interest in co-operating to establish mechanisms for tracking 
the use of FINTRAC disclosures and measuring their effects, to the extent 
that is possible. For accountability purposes, summary information on these 
results needs to be reported to Parliament regularly. 


292 Recommendation. The government should establish effective 
mechanisms for monitoring the results of disclosures, including the extent to 
which disclosures are used and the impact they have on the investigation and 
prosecution of money-laundering and terrorist-financing offences. It should 
report summary information on these results to Parliament regularly. 


Finance Canada’s response. Many of the initiative partners have already 
begun to put in place various tracking systems that will provide greater 
feedback on the use and impact of FINTRAC disclosures. As well, 
FINTRAC is currently discussing methods to track disclosures with 


provincial and municipal police forces. 
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The Department of Finance will consider the value of how often to report to 
Parliament. Additional reporting would have to complement the existing 
reporting requirements of Initiative partners, the upcoming agenda of 
parliamentary reviews, and the requirements for periodic evaluations of the 
Canadian anti-mioney-laundering and anti-terrorist financing regime by the 
Financial Action Task Force. 


Conclusion 


2.93 The National Initiative to Combat Money Laundering is relatively new, 
and the elements required for its effective implementation and accountability 
to Parliament are not yet fully in place. Certain design features also constrain 
the capacity of the Initiative to deliver on its main objective of detecting and 
deterring money laundering and terrorist financing. 


294 Disclosure of financial intelligence. Legislative restrictions limit 
FINTRAC’s ability to provide good-quality financial intelligence on money 
laundering and terrorist financing. Information that FINTRAC is permitted 
to disclose can be useful when it relates to a current investigation, by 
corroborating findings or providing new leads. Otherwise, law enforcement 
and security agencies normally find that the information FINTRAC discloses 
is too limited to warrant action. In short, as the system now works, FINTRAC 
disclosures can contribute to existing investigations but rarely generate new 
ones. 


2.95 Compliance. FINTRAC has an extensive outreach program to help 
reporting entities understand their obligations. However, it provides limited 
feedback on the reports it receives from them, and little information on 
trends in money laundering and terrorist financing to help them identify 
suspect transactions and produce better reports. Moreover, FINTRAC has 
not fully implemented policies and procedures to monitor and ensure these 
entities’ compliance with legislative requirements. The exemption of legal 
service providers from reporting requirements also undermines the system’s 
effectiveness. 


296 Accountability mechanisms. Appropriate mechanisms to track the 
use of FINTRAC disclosures have not been implemented by all recipients of 
disclosures. In the absence of a comprehensive system of monitoring the use 
of disclosures, FINTRAC cannot assess the value of the intelligence it 
provides and how it can be improved. And it is equally impossible to assess 
the overall performance of the Initiative and its impact on money laundering 
and terrorist activities in Canada. 


297 Our audit identified a number of government actions needed to make 
the Initiative more effective: 


¢ Broaden the kinds of information that FINTRAC may disclose, within 
limits that respect the privacy rights of Canadians. 
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* Implement a management framework to provide direction and 
strengthen the co-ordination of efforts within the federal government 


and with stakeholders at other levels of government and in the private 
sector. 


* Establish accountability structures to ensure that the information 
needed for measuring the Initiative’s performance is collected and that 
results are reported to Parliament regularly. 


298 Legislation calls for parliamentary review of the Initiative by 
5 July 2005. The parliamentary committee conducting that review may wish 
to look at these issues and at whether lawyers are still exempt from the anti- 


money-laundering legislation, as they have been since March 2003 following 
successful legal challenges. 
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About the Audit 


Objectives 


The objectives of the audit were to determine whether the management framework for implementing the National 
Initiative to Combat Money Laundering 
- is appropriately designed to promote detection and deterrence of money-laundering and terrorist financing, and 


* provides accountability to Parliament for results achieved. 
Scope and approach 


FINTRAC and its operations weré the focus of the audit, although we also examined the anti-money laundering 
activities of other partners in the Initiative and in particular their relationship to FINTRAC. 


The audit assessed whether the government has developed and put in place mechanisms, systems, and procedures to 

* produce and disseminate good-quality financial intelligence on money laundering and terrorist financing, 

* ensure compliance with anti-money-laundering and terrorist-financing requirements, 

* collect data on results achieved, and 

* measure and report on performance. 
We built on the knowledge base established during our April 2003 study of the government's strategy to combat 
money laundering. We also reviewed relevant literature, laws and regulations, and international standards on 
measures against money laundering and terrorist financing. We examined disclosures made to law enforcement and 
security agencies and foreign financial intelligence units (including the analytical reports supporting these 
disclosures). We analyzed data and reviewed departmental documents, surveys and evaluations, management files, 
and reports. We also interviewed departmental and agency officials and representatives of law enforcement agencies 
(federal, provincial, and municipal police forces), as well as officials of federal and provincial regulatory agencies and 
representatives of reporting entities. | 


Audit team 


Assistant Auditor General: Doug Timmins 
Principal: Basil Zafiriou 
Director: Richard Domingue 


Rose Pelletier 


For information, please contact Communications at (613) 995-3708 or 1-888-761-5953 (toll-free). 
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Chapter 


National Defence 


Upgrading the CF-18 Fighter Aircraft 


All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 
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National Defence 


Upgrading the CF-18 Fighter Aircraft 


Main Points 


3.1 Fourteen years will have elapsed from the time National Defence 
identified the need to modernize the CF-18 until Phase 1 upgrades are 
completed on 80 of 119 fighter aircraft in 2006. Phase 2 concludes the 
modernization and is scheduled for completion in 2009, after which National 
Defence expects to fly the CF-18 until 2017 or longer. Delays in the approval 
processes, the budget cutbacks of the late 1990s, and the increasing cost of 
maintaining existing equipment have contributed to the length of time taken 
before the aircraft’s deficiencies could be fixed. 


3.2 In Phase 1, we found some problems with project and risk 
management, staff shortages, and approval delays. These concerns need to be 
addressed so that they do not become impediments to the successful 
completion of Phase 2. If they aren’t addressed, the final delivery of fully 
upgraded CF-18s could be delayed beyond 2009. The current CF-18 airframe 
has a limited amount of flying hours left, so the Department needs to take full 
advantage of its investment in the modernization by ensuring upgrades are 
installed and available to pilots as soon as possible. 


3.3 We looked at the largest-dollar contract for each of the five upgrades and 
found them to be within cost. We found that the work being done on the 
aircraft was addressing critical deficiencies and National Defence officials 
were satisfied that the aircraft being delivered at the time of our audit were 
meeting the Department’s performance expectations. 


3.4 When delays and staff shortages threatened certain testing milestones, 
operational and technical test staff at the Department worked together to 
overcome those problems and meet their deadlines. 


35 Three of the five Phase 1 upgrades are proceeding on time; two are 
behind schedule. One, a flight simulator training system, was to be ready for 
pilot training by the time Phase 1 upgraded aircraft were delivered; instead, 
the system is delayed by up to two years. As a result, the Department will 
forgo savings expected by using the old training system until the new one 
arrives and may see increased fatigue on the aircraft due to added flying 
training hours. 


36 In order for National Defence to get full advantage of the improved 
operational capabilities until 2017 or longer, it must ensure that it can address 
existing pilot shortages, shortages of air technicians who maintain the 
aircraft, shortages of spare parts to keep the aircraft flying, and budgetary 
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pressures On operational funding. Until these concerns are resolved, National 
Defence cannot get assurance that the $2.6 billion investment in the CF-18 
will enable it to meet operational demands until 2017 or longer. 


Background and other observations 


3.7 National Defence is modernizing 80 of its CF-18s to fix capability 
deficiencies that have existed since the early 1990s. The $2.6 billion multi- 
year, multi-project upgrade will enable the Air Force to fly these aircraft until 
2017, or longer, with improved avionics, weapons, and communications 
systems. 


3.8 = When purchased in 1980, the CF-18 life expectancy was up to 2003. 
However, by 1992, after deploying the aircraft to the Gulf War in 1991, the 
Department had concerns about several deficiencies. 


3.9 With ongoing maintenance, some upgrade work, and structural fatigue 
life management, the Department planned to prolong the life of the 
pre-modernized fleet to 2010, recognizing it could continue to fly, but its 
capabilities would be limited. In 1998, National Defence granted internal 
approval to begin modernizing the CF-18 aircraft fleet through a series of 
incremental upgrades and modifications. These would occur between 2001 
and 2009 and address critical deficiencies such as identifying friend or foe 
aircraft, effectively interoperating with other aircraft in joint operations, 
communicating on continually secure channels, and defending against 
jamming of its radio and radar. The number of aircraft to be modernized was 
based primarily on affordability. Plans for the 39 remaining aircraft were not 
finalized at the time of our audit. Some of these aircraft have been used as a 
source of spare parts. 


3.10 In our 2001 Report, Chapter 10, National Defence In-Service 
Equipment, we reported on the availability of military equipment and looked 
at the performance of the CF-18. We examined abort rates, which are the 
number of failures per 1,000 flying hours that result in cancelled missions, and 
found that the CF-18 was experiencing a growing number of aborts. Aging 
and reduced funding combined to restrict the performance and availability of 
these aircraft. 


The Department has responded: National Defence agrees with all the 
recommendations and has committed to taking action to address concerns we 
raise in this chapter. 


2 Chapter 3 


Report of the Auditor General of Canada—November 2004 


NATIONAL DEFENCE—UPGRADING THE CF-18 FIGHTER AIRCRAFT 


Introduction 


3.11 The primary roles of the CF-18 aircraft are to maintain air sovereignty 
over Canada, help defend North America, provide tactical support for joint 
operations, and contribute to North Atlantic Treaty Organization (NATO) 
missions. Because of these roles, the aircraft needs equipment to 
communicate and work with allied aircraft and ground forces, defend against 
attacks, and provide surveillance. 


312 The CF-18 is an aging aircraft but, according to National Defence, it 
can operate until 2017 or longer if upgraded and maintained. However, it 
must compete for funding with other equally aging military platforms. 
National Defence has had to balance its demands for spending with available 
funding. 


Capital spending has continued to decline 


3.13 We last reported on the need for National Defence to increase the 
capital portion of the defence budget in our April 1998 Report, Chapter 3, 
National Defence—Equipping and Modernizing the Canadian Forces. Since 
then, spending on capital equipment has decreased both as a percentage of 
overall funding and in real terms. Funds for updating or buying new 
equipment continue to be pressured by increasing operational costs. The 
Department pointed out in an internal analysis of capital spending that 
“the lack of stable capital funding can lead to the costly and inefficient 
cancellation, deferral, or smoothing of cash flows of capital equipment 
acquisitions.” 


3.14 The budget for National Defence has grown in the last few years, 
mainly to cover the increasing costs of operations and personnel 

(Exhibit 3.1). During this time, capital spending remained relatively stable at 
$2 billion annually but decreased from around 19 percent of the overall 
defence budget to 15 percent. 


Exhibit 3.1 National Defence total and capital budgets 
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3.15 Addressing equipment needs. As more and more equipment ages and 
becomes operationally obsolete, the demand for upgrades or replacements 
increases. Projects are deferred when funds are not available. We reported in 
1998 that the number of deferred projects was growing and outpacing the 
ability of National Defence to address its equipment deficiencies or 
modernize its capabilities. This problem is not unique to Canada. Equipment 
rust-out is a challenge faced by many allies. 


The CF-18 Incremental Modernization Project 


3.16 National Defence is upgrading 80 of its fleet of 119 CF-18s in two 
phases over nine years from 2001 until the planned completion date in 2009. 
The CF-18 Incremental Modernization Project consists of 15 projects. We 
examined five of the projects, which were scheduled for completion between 
2001 and 2006. Of the five projects, three involve modifications to the 
aircraft, the fourth involves the acquisition of a network of training simulators 
for a fully modernized CF-18, and the fifth is a developmental project for 
multi-purpose colour displays in the cockpit. 


3.17 Phase 1 is planned for completion in 2006 and will cost approximately 
$1.5 billion. We found that three of the five projects were on track. The 
simulator project experienced significant delays but is now underway, and the 
Department moved the installation phase of the multi-purpose colour 
displays to Phase 2 after it fell behind schedule. Without the Phase 1 projects 
that modernize the aircraft systems and software, Phase 2 upgrades cannot be 
completed. In order for Phase 2 to start on time, Phase 1 must be completed 
on time. 


3.18 Given the number of projects, their individual complexity, and their 
degree of integration, both phases present difficult challenges (exhibits 3.2 
and 3.3). Some Phase | upgrades provide the foundation for Phase 2 projects. 


Focus of the audit 


3.19 | We focussed on the projects included in Phase 1 (2001-2006) of the 
CF-18 upgrade. We examined the acquisition process for three on-aircraft 
projects, the Advanced Distributed Combat Training System (ADCTS) 
project for flight simulation training, and the development of the new colour 
displays. The development work for a sixth project, Data Link, was added 
after we started the audit, so we did not examine it. We did not assess the 
military decision to modernize the CF-18 aircraft but rather focussed on 
whether the upgrades will address identified deficiencies. 


3.20 We examined the work by National Defence, Public Works and 
Government Services Canada, and the Treasury Board of Canada Secretariat 
to identify needs, examine options, approve expenditures, award contracts, 
manage contracts, manage project risk, and oversee programs. Further 
information about the audit objectives, scope, approach, and criteria can be 
found at the end of the chapter in About the Audit. 
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Exhibit 3.2 Estimated cost of CF-18 modernization 


Estimated total cost 
Project description ~ ($ millions) 

Phase 1 (2001-2006) 
On-aircraft modifications 

Mission computers $31.00 
Software Pods4aa 
ECP-583 1,009.00 

e Radio 

° Interrogator/transponder 

¢ Radar 

¢ Stores Management System 
Off-aircraft activities 
ADCTS simulators 200.70 
Multi-purpose colour displays (integration) 62.00 
Total audit scope 1,454.11 
Data Link (integration) 23.00 
Phase 2 (2004-2009) 

ECP-583R2 $444.44 


* Counter Measures Dispensing System 

¢ Helmet Mounted Display 

° Data Link (installation) 

* Multi-purpose colour displays (installation) 


Defensive Electronic Warfare Suite 
e Radar warning receiver 
¢ Electronic pulse jammer 


Yet to be funded 


Associated projects 


Global Positioning System 27.00 
Night vision 24.00 
Air combat manoeuvring instrumentation 34.00 
Weapons projects 
Advanced Multi-role Infra-red Sensor 199.10 
Medium Range Advanced Air-Air Missile 145.70 
Advanced Precision Guided Munitions 36.00 
Short Range Advanced Air-Air Missiles 177200 
total CF-18 Incremental Modernization Project $2,564.35 
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Exhibit 3.3 Overview of CF-18 Phase 1 upgrades 


On-aircraft projects 


ECP-583 @ integrates the major and most The mission computer @ and 

complex systems into the aircraft and is the software @ function as the heart of the 
foundation for other major components. CF-18's avionic systems. This upgrade 
New components include radio, stores is the foundation for other major 
management system, components. 
interrogator/transponder, and radar. The mission 


computers upgrade 
includes increased 
memory and will allow 
the CF-18 to utilize current 
and future software upgrades. 


Off-aircraft projects 


Multi-purpose display group (MDG) @ The Advanced Distributed Combat 
consists of the design of state-of-the-art Training System simulators will provide 
colour displays that will a cost-effective, yet realistic, means of 
provide better imaging, training. The simulators will be delivered 
enhanced colour capability, to 4 Wing at Cold Lake, Alberta and 

and cost-effective 3 Wing at Bagotville, Quebec. 
maintainability. They will 
be installed during Phase 2. 


Observations and Recommendations 


Upgrading aircraft capability Dealing with CF-18 deficiencies 


3.21. National Defence identified the CF-18 deficiencies that, in its view, 
needed to be addressed. In our audit, we looked at whether the contracts for 
the CF-18 Incremental Modernization Project for Phase 1 addressed those 
deficiencies, which consisted of the following: 


* Supportability. The aircraft industry no longer produces most of the 
Avionics—The onboard electronics used for original CF-18 avionics components. Equipping the CF-18 with modern 
piloting aircraft. oe ; : ; ; a 
avionics will allow the Department to maintain the aircraft into the 


future. 


* Interoperability. Many of Canada’s allies are updating their aircraft. To 
continue to communicate and operate effectively with allies, the CF-18 
requires similar updates. 


* Operational capability. The CF-18 needs upgrading to continue to 
perform as an effective fighter aircraft. Some of the potential threats to 


Canadian security are new since the CF-18 was first built. 
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+ Survivability. Certain components that increase the survivability rate of 
the aircraft and its pilots are now obsolete. The Phase | upgrades will 
contribute to improved survivability. 


3.22 We noted that other defence projects address some deficiencies; for 
example, the CF-18 Crash Survivable Flight Data Recorder is included as 
part of a separate Air Force-wide project. 


Need to modernize first recognized in 1990-91 


3.23 National Defence first recognized the need to modernize its CF-18s 
during the 1990-1991 Gulf War but could not get an upgrade program started 
until 1998 (Exhibit 3.4). In 1992, it proposed the CF-18 Mid-Life Update 
project to replace the following components: new mission computers, a new 
operational flight program, a new stores management system that enables the 
aircraft to use newer weapons, new communication systems, and new radar. 
The Department brought forward these equipment requirements again in 
1994 under the new name Systems Life Extension Project to emphasize the 
focus on mission systems. Finally, in 1998, the Department received approval 
for its new strategic approach of a series of incremental projects, namely, the 
CF-18 Incremental Modernization Project. Although they were part of that 
project, the new mission computers and operational flight program projects 
were approved separately that year. The stores management system, 
communication systems, and radar were all approved as parts of the ECP-583 
project in 1999. 


3.24 Decision to upgrade 80 aircraft. We expected to find an analysis to 
support why the Department chose 80 aircraft as the number to modify. We 
expected that this analysis would take into account the many variables 
affecting the estimated useful life of the aircraft, including its expected 
attrition rate, age, and roles as defined in National Defence policy. We were 
unable to find such an analysis. However, Department officials told us that 
upgrading 80 CF-18s was reasonable, financially. Yet, new threats to North 
America in light of global events over the past two years may increase the 
demands on the upgraded 80-aircraft fleet and may put even greater pressure 
on the Air Force to manage its fatigue life, maintenance, and flying hours. 


3.25 Air Force analysis indicates that modernizing 80 aircraft does not mean 
that 80 aircraft would be available on a daily basis. The planned allocation of 
the 80 CF-18s is four operational squadrons of 12 aircraft each, with the 
remaining 32 available for training, testing and evaluation, and depot level 
maintenance. Of the 48 aircraft in operational squadrons, only 70 percent, or 
34, are normally mission-ready on a daily basis. With an expected attrition 
rate of one aircraft every two years, National Defence has recommended a 
review of how well the modernized 80-aircraft fleet will meet Canada’s 
ongoing commitments, particularly in a post-September 11, 2001 
environment. 
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Exhibit 3.4 A brief history of CF-18 modernization 
1980 National Defence buys 138 CF-18s from contractor. 


First CF-18s delivered to National Defence. 


6 86 0006 


24 CF-18s participate in Gulf War. 


CF-18 Mid-Life Update project proposes to address 
avionics system deficiencies. 


Update project replaced by the CF-18 System Life Extension. 
Defence White Paper issued, affirms the need to maintain a 
modern, multi-purpose, interoperable armed forces. 


Statement of Requirements approved, defining minimum 
operational requirements to be addressed. 


CF-18s participate in the former Yugoslavia with NATO allies. 
The project is revised and approved as the Omnibus CF-18 
Incremental Modernization Project (CF-18 IMP). The project 
becomes a series of incremental projects rather than a single 
large major capital project. Mission computer and software 
upgrade projects approved. 


1998 


The CF-18 Modernization plan is now divided into two phases. 
Phase 1 integrates the core avionics that form the foundation 
for other projects in Phase 2. ECP-583 is the cornerstone 
project of CF-18 IMP and Phase 1. Simulators will be procured 
in parallel with Phase 1. 


Contractor proposes ECP-583 for the CF-18, an integration 
package for the CF-18 modernization that amalgamates four 
projects, thereby mitigating risk. 


ECP-583 receives Treasury Board approval; contract for 
ECP-583 awarded to the contractor. 


The Advanced Distributed Combat Training System (ADCTS) 
simulators obtain Treasury Board approval. 


Steady production of modernized CF-18s begins. Pilots begin 


Phase 1 installed and tested on 2 prototype CF-18s at 
flying modernized CF-18s during training operations. 


China Lake, California. 


| Contract for the ADCTS simulators awarded. 


eal 


e000 0 00 6 


Phase 1 upgrades scheduled for completion and work on the 


Phase 2 upgrades is scheduled to begin. 


| Phase 2 scheduled for completion. 


Estimated lifespan of fully upgraded and properly maintained 
CF-18s 


3.26 Recommendation: We recommend that the Department of National 
Defence review the modernized fleet’s ability to meet Canada’s commitments, 
particularly subsequent to September 11, 2001. 


National Defence’s response. National Defence appreciates the importance 
of ensuring that the modernized fleet will have the capacity to meet Canada’s 
existing commitments. The Canadian Forces and National Defence have 
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processes and analysis tools to monitor and match resources with 
commitments. One tool, developed by the Department’s Operational 
Research division, is the Air Force Structural Analysis (ASTRA) model. 
ASTRA is an analytical model that calculates the resources required to meet 
specified commitments. Employing these processes and analysis tools, and 
taking into account September 11, 2001 and other relevant influences, 
National Defence will review the capacity of the modernized fleet to meet 
Canada’s existing commitments. 


Management of individual projects Three of five projects on schedule 


3.27 Projects on time. We found that the mission computers, operational 
flight program, and Engineering Change Proposal 583 (ECP-583) projects 
were on schedule. Equipment for these projects is being installed 
simultaneously. 


3.28 The ECP-583 is the main upgrade that replaces obsolete systems and 
installs better radios, radar, a better weapons management system, and a 
friend-or-foe identifier. It will cost about $1 billion to complete. National 
Defence was able to take advantage of work already done by the contractor to 
develop and install an ECP-583 for the United States Navy and the Royal 
Australian Air Force. Thus, this was mainly an off-the-shelf purchase of a 
known product by an experienced contractor. 


3.29 The new operational flight program software runs the upgraded 
mission computer, which consists of the navigation computer and weapons 
delivery computers. Both projects are on track and on time. 


3.30 National Defence is receiving CF-18s with the ECP-583, the 
operational flight program, and the mission computer work completed 
according to schedule from the contractor. As a result, the Department has 
been able to meet its own target to deliver two squadrons of Phase | upgraded 
aircraft that are capable of performing North American Aerospace Defense 
Command (NORAD) roles. At the time of our audit, the contractor had 
delivered 33 aircraft, upgraded to the Department’s satisfaction and on time. 


3.31 Projects behind schedule. However, the remaining two Phase 1 
projects are behind schedule. The Department has pushed back the multi- 
purpose display group project to Phase 2. The project involves installing 
state-of-the-art colour displays to provide more and faster operational 
information to pilots in an easy-to-understand format. The Department is 
developing the project in collaboration with the Royal Australian Air Force 
(RAAF), which is also upgrading its F/A-18s. Under the terms of a 
memorandum of understanding, Canada is responsible for the development of 
pre-production displays. Responsibility will then transfer to the RAAF which 
will lead the development and testing phases. The Department chose 
collaboration so that it could share costs with a partner. Department officials 
report that the delay will have no operational impact, and they remain 
confident that this joint project will fit in the Phase 2 time frame. 


3.32. The Advanced Distributed Combat Training System (ADCTS) will 


provide simulators for pilot training. However, it is two years behind schedule 


Report of the Auditor General of Canada—November 2004 Chapter 3 | 9 


NATIONAL DEFENCE—UPGRADING THE CF-18 FIGHTER AIRCRAFT 


and the Department now plans delivery for 2005 (see Costly delays: The 
Advanced Distributed Combat Training System project). 


Delays pose problems 


3.33. Overcoming testing delays. National Defence worked with the United 
States Navy and the contractor to test its ECP-583 upgraded aircraft. During 
late 2002, the Department faced delays getting a prototype aircraft ready for 
testing. A Combined Test Force, composed of operational and technical test 
staff, worked around staff shortages and an absence of baseline data with 
which to compare results. It kept expertise together and enabled test 
personnel to share resources to ensure that the work could get done. It 
allowed test personnel to complete all necessary test steps and evaluate the 
results. Because of this group, the impact of the delay in receiving the 


prototype aircraft was minimized. 


Costly delays: The Advanced Distributed Combat Training System project 


The CF-18 Advanced Distributed Combat Training System (ADCTS) project will replace 
the existing 20-year-old CF-18 flight simulators with a state-of-the-art, high-fidelity 
networked system that emulates air combat. The system will improve pilot training far 
beyond that provided by existing simulators. ADCTS will provide CF-18 pilots with a 
virtual battle space, complete with appropriate visual terrain, threats, and targets. In 
addition to regular fighter pilot training, ADCTS will allow CF-18 fighter pilots to link 
with other simulators, including those within the Canadian Forces and of our NATO 
allies. Many of those allies, including the U.S. and the UK, use similar systems for 
their pilots. 


Yet, despite very strong support by all levels of senior management at National 
Defence, the ADCTS project met a series of approval delays and fell far behind 
schedule. The original project plan called for the first of the “part-task” simulators to 
be ready by April 2003 for CF-18 pilots’ transition to the modernized aircraft. Because 
of delays, the Air Force was not expecting the part-task simulators until September 
2004 at the earliest and the first of the full simulators by 2005. The upgraded aircraft 
began arriving in August 2003. 


A former chief of the air staff called these delays unacceptable. They will have 
important impacts on the Department and on the pilots who fly the aircraft. Since 
November 2003, one squadron of CF-18 pilots has been using the aircrafts’ new and 
complex avionics systems during live flight training operations without simulation 
training. This could affect pilot combat abilities and flight safety. 


Project staff determined that ADCTS could meet 40 percent of the current flying 
training requirement to keep up to the demands on the upgraded CF-18 fleet. In 
addition, Department staff estimate that in 2006, once the simulators are fully 
integrated within the training system, they will save $12 million annually. Because of 
the delays, however, the Department will be forgoing some portion of these annual 
savings. The Department could not provide an estimated amount of the forgone 
savings. 


Pilots will need more flight hours in the aircraft to bring them to the required level of 
readiness. As a result, the planned reduction in flying hours will not be achieved. The 
flying hours associated with training flights can be tough on aircraft and may decrease 
their life expectancy. As well, aircraft tied up in training roles are not available for 
operational roles. The delay in ADCTS may reduce the estimated life expectancy of the 
CF-18 by as much as two to three years. 
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3.34 Simulator delays. National Defence began working on the Advanced 
Distributed Combat Training System project in late 1999 and planned to 
begin using the simulators in April 2003 to assist with pilot training for 
upgraded CF- 18s as the aircraft came into service. However, the project fell 
behind schedule when it went before a series of departmental project 
committees, each with its own mandate and review processes, for approvals. 
The project received final departmental approval in November 2001. 


3.35 In May 2002, the government approved the $200 million purchase of 
ADCTS. The purchase included ten portable “part-task” simulators and six 
full simulators for pilot training on the upgraded CF-18s. The Request for 
Proposal process began in September 2002. Despite the need for the 
simulators, the contracting process took longer than expected, and it was not 
until March 2004—almost two years after project approval—that the 
contract was awarded. 


3.36 Because of these delays, National Defence was expecting to receive 
the first of the part-task simulators in September 2004 and the full simulators 
in September 2005—more than two years after pilots began flying 


modernized CF-18s. 


3.37 Plans to improve the acquisition process. The project approval 
process is one of many components of the acquisition process. CF-18 project 
staff indicated that the main challenge to staying on schedule was that 
process, over which they have no control. 


3.38 National Defence has targeted the lengthy acquisition process for 
reform. One of the Department’s main plans to shorten the acquisition 
process is to streamline the approval process and make it more responsive and 
effective. 


3.39 A 1998 department study revealed that most capital equipment 
projects took, on average, 16 years from concept to project completion. The 
Department acknowledged that this is an unacceptable length of time and 
committed to shortening the process by at least 30 percent—to 11 years. In 
December 2003, the Department developed a new project approval process 
to reduce internal approval times and in 2004 was working on an 
implementation plan. 


Managing the acquisition process Testing and evaluating results are acceptable 


3.40 According to National Defence, the primary purpose of testing and 
evaluation is to identify, understand, and manage the technical and 
performance risks associated with equipment design, manufacture, and in- 
service support. The director of technical airworthiness is the delegated 
technical airworthiness authority under the Aeronautics Act and ensures that 
the airworthiness program achieves an acceptable level of aviation safety from 
a technical perspective. We reviewed the Department’s testing and 
evaluation processes to identify whether it carried them out according to its 
policies. We did not audit whether the testing and evaluation processes were 
comprehensive and accurate; rather, we reviewed the test plans and results 
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Sole source contracts—There are four 
instances when a government department may 
sole source a contract instead of asking for bids 
from more than one supplier. The Treasury Board 
allows for sole sourcing in an emergency 
situation, when the estimated cost is below a 
certain amount, when soliciting bids would not 
be in the public interest (for example, for security 
reasons), and when only one company or person 
is capable of performing what is required by the 
contract. The Treasury Board’s Contracting Policy 
states, “This last exception... should be 
invoked only where patent or copyright 
requirements, or technical compatibility factors 
and technological expertise suggest that only one 
contractor exists.” 


with the appropriate officials and found that the Department was satisfied 
that the aircraft was operationally acceptable. 


3.41. National Defence conducted two types of testing and evaluation: 
engineering and operational. Engineering verified the technical airworthiness 
of the new design and that the modified aircraft met performance 
expectations. Operational verified the operational effectiveness and 
suitability of the changes made to the test aircraft. Although the start of 
testing and evaluation was delayed by three months due to the late 
completion of the test aircraft, the testing and evaluation team met their 
milestones, as described earlier. 


3.42 ‘Test engineers found some problems with the new software and the 
radios. The Department was investigating these problems at the time of our 
audit. National Defence officials told us the Director of Technical 
Airworthiness was examining the engineering test and evaluation trouble 
reports and had provided a provisional technical airworthiness clearance. 
This clearance signifies that there are no significant airworthiness issues and 
is provided pending resolution of the remaining issues. The project staff and 
technical airworthiness staff were working toward full technical airworthiness 


clearance in the fall of 2004. 


3.43 National Defence told us that it is satisfied with the performance of the 
modernized aircraft now in service. 


Department followed contracting policy and procedures 


3.44 Contracts. We examined the largest-dollar contract in each of the five 
projects. All are within costs and the payments are on schedule. Contract 
payments are based on the delivery of aircraft, spare parts, documentation, 
hardware, and training that have been delivered by the contractor according 
to either milestones or on a time-and-material basis, as required by the 
contract. 


3.45 For the ECP-583, the government authorized $152 million for training, 
spare parts, contract amendments, and other costs. Approximately 

$51 million in contract amendments had been approved at the time of the 
audit, mainly for maintenance training. Expenditures are well within the 


$152 million. 


3.46 We reviewed whether the five contracts complied with trade 
agreements by examining whether the sole-sourced procurements in four of 
the five contracts were exempt from the North American Free Trade 
Agreement and the World Trade Organization rules. We did this by 
comparing the contract requirements against the lists of goods from the trade 
agreements that may not be sole sourced. In all four contracts, the decision to 
sole source was based on the ownership of the technical rights associated with 
the procured goods. Finally, for the lone competitive contract we ensured that 
the steps taken in the contracting process met those established in the Public 
Works and Government Services Canada (PWGSC) Supply Manual. 
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3.47 We verified that PWGSC had posted an Advanced Contract Award 
Notice to ensure that potential bidders had the opportunity to challenge the 
decision to sole source the contract. We checked a sample of contracts and 
amendments and verified that the Department had followed the signing 
authority requirements. We reviewed exceptions made to the standard 
limitation of liability contract clause and found that PWGSC had complied 
with the associated requirements of Treasury Board risk management policy. 


3.48 In November 2003, the original ECP-583 sub-contractor completed 
the sale of its division that had been responsible for the ECP-583 
installations. We found that PWGSC demonstrated due diligence by ensuring 
that the assignment of the sub-contract to the new sub-contractor did not 
result in additional technical, financial, and legal risks to the government of 


Canada. 


3.49 Fairness monitor documentation. PWGSC engaged a fairness 
monitor to review the solicitation and associated documents and to monitor 
the procurement process for the Advanced Distributed Combat Training 
System. We asked the Department to provide us with the fairness monitor’s 
working papers and were informed that they did not have any. PWGSC 
explained that it does not require working papers because assurance is 
derived from the ongoing participation of the fairness monitor in the bid 
evaluation process and is supported by their professional qualifications and 
experience. However, in the absence of such documentation, we are unable to 
determine the level of reliance that we, or the Department, can place on the 
fairness monitor’s observations. 


3.50 Status reports. We also found that the requirement for reporting to 
senior management on contract status was not standardized. Of the five 
contracts, there were monthly progress reports for only two. Of the remaining 
three, one contract had not been signed yet, but we were told that reports 
would commence when the contract was awarded. We expected to find 
regular status reporting on more than two of the four signed contracts 
because of the interdependencies of the upgrades. However, PWGSC officials 
told us that the reporting requirement for each contract is “based on contract 
complexity and political sensitivity.” 


3.51 Despite a few concerns, we are satisfied that the Department has 
carried out its work in the contracting areas we examined in all material 
respects and in accordance with the Supply Manual. 


Better project management required 


3.52 Better use of project management tools is necessary. Because the 
CF-18 modernization is technically complex, very costly, and has many 
interdependent activities, we expected to find a mature project management 
process in place. However, we found that National Defence needs to better 
use project management tools to track progress, monitor performance against 
milestones, and determine appropriate staff resources. 


3.53 The Project Management Plan, produced by project staff, is a key 
document in National Defence’s project management framework. The 
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Department uses it to guide both project execution and project control. The 
Master Implementation Plan, produced by operational staff, directs 
modernization activities and guides the implementation of the modernized 
CF-18 into service with minimal impact on operations. These important 
documents provide an overall plan of schedules and deliverables, how the 
work will be done, performance expectations, responsibilities, training, 
communications, and certain financial aspects of the CF-18 modernization. 
We found that, although some of the individual elements were produced in 
different forms, a Project Management Plan was not produced due to a 
personnel shortage and the Master Implementation Plan remained in draft 


form until February 2004. 


3.54 The project staff use project management software to maintain 

a CF-18 master schedule to monitor individual project schedules. However, 
the master schedule contains only the major activities for each of the 
individual projects; thus, its usefulness at the working level is limited. In 
addition, the master schedule does not identify baseline dates for project 
milestones and so deviations from the schedule cannot be tracked, measured, 
or reported to senior management. 


3.55 The Treasury Board Secretariat has issued project management 
guidelines to departments to encourage good management practices. 
Departments need to use a suitable database system to track key objectives 
and numerical information, such as deviations from the schedule, cost, and 
scope objectives. National Defence has a Capabilities Initiatives Database to 
track how well projects are performing, but we found the information it 
contains is not always reliable and is easily changed to reflect actual rather 
than expected performance. As a result, it is not possible to measure whether 
a project is meeting expectations or if it needs help. Senior management 
cannot rely on the database to determine if projects are meeting milestones or 
where delays are occurring. 


3.56 Recommendation. National Defence project management staff should 
prepare a project management plan that clearly indicates the critical path 
among projects and project activities to ensure the reporting of reliable 
project information to senior management and the appropriate application of 
resources to meet Phase 2 target completion dates. 


National Defence’s response. National Defence agrees. As part of Phase 1 of 
the CF-18 modernization, elements of an overall project plan were prepared 
and used to guide the project. The project team is now working on a 
consolidated and expanded master document. This document should serve to 
further enhance the management of the project as well as improve oversight 
by senior departmental officials. 


3.57 Staffing limitations. The Department limits the number of military 
staff who can work on equipment acquisition projects to about 460, rather 
than matching the number of staff needed for active projects. The Assistant 
Deputy Minister (Materiel) organization is concerned that this number of 
staff is too low and may be putting equipment projects at risk. The Assistant 
Deputy Minister (Materiel) has started a study to fully understand skill and 
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capacity gaps. The results of the study will be used to determine whether the 
ceiling should be raised. 


3.58 Because of limits on staffing, the current military staffing system cannot 
ensure that project offices receive the right people, with the right skills, at the 
right time, to achieve optimal project management delivery. Project managers 
have no assurance that vacancies, even critical ones, will be filled by qualified 
candidates. The military staffing system depends upon the availability of 
personnel with the technical skills required by a particular project. For 
example, aerospace engineers were much in demand at the time of our audit; 
as a result, there were not enough experienced engineers to meet operational 
and project demands—including the demands of the CF-18 modernization. 


3.59 Internal Department reviews in 2001, 2002, and 2003 note the lack of 
experienced staff for acquisition projects and enough staff overall. We found 
that staff shortages have existed since the CF-18 modernization began. We 
found only about half of the positions staffed, and the available staff did not 
always have the experience or skills needed. In order to cope, the Department 
has hired contract employees to fill voids. 


3.60 On occasion, project staff assigned to work on Phase 2 were reallocated 
to help with Phase 1 in order to keep Phase | on track. Early on in the 
project, project staff expressed concerns to senior management that the 
CF-18 modernization was short staffed, and that the shortage would 
jeopardize Phase 1 and future work. Senior project staff report that the 
staffing situation may become worse for Phase 2. 


3.61 ‘Training required. Project management experience is not common 
and we found that about 80 percent of the CF-18 project staff arrived with 
little or no project management experience. Internal reports to the Assistant 
Deputy Minister (Materiel) group identified the lack of experienced staff as a 
serious problem facing many projects. Even though the Department’s 
acquisition project offices are staffed mainly by military members, there is no 
long-term training path for developing project manager or director skills. 
National Defence needs a project management progression path so that staff 
can learn skills and be ready to apply them to large, complex projects such as 
the CF-18 modernization, rather than spending much of their project time 
learning about this. Staff could start by working on smaller projects to gain 
this experience and demonstrate their capacity to progress to larger, more 
complex projects. 


3.62 Recommendation. National Defence should examine its support for 
large and complex projects to ensure that it is not limiting success by failing to 
provide skilled and experienced people with knowledge of good project 
management practices. 


National Defence’s response. National Defence agrees. The Assistant 
Deputy Minister (Materiel) continuously reviews and updates current project 
management training courses and, in addition, provides support to 
individuals who seek to acquire higher education and qualifications on their 


Own initiative. 
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The Department also maintains a Project Management Office staffed by a 
limited number of project management specialists. The purpose of this office 
is to support capital projects, particularly new projects, and to provide 
assistance during prolonged absences of assigned project management 
personnel due to training, postings, or job rotations. Providing specialist 
support in the early phases of large and/or complex projects helps bridge the 
learning curve faced by newly assigned project management personnel. 


The Department will further undertake to resource positions critical to the 
successful management of the CF-18 modernization. The Department 
continues to work to ensure flexibility of assignment of expert resources 
between projects as well as ensuring that common expertise is appropriately 
consolidated. In this respect, the Department’s Chief of Review Services has 
been asked to perform an independent study and to make recommendations 
pertaining to the organization and allocation of project management 
resources and expertise. 


National Defence and Public Works and Government Services Canada need to improve 
their risk management 


3.63 Risk management plan only recently produced. We are concerned 
that a risk management plan was not developed at an earlier stage in the 
project to identify and manage risks to the successful completion of the CF-18 
modernization. National Defence is at an early stage of risk management 
activity and only recently drafted its plan to track and manage risks. 


3.64 Relying on the contractor. Public Works and Government Services 
Canada and the Treasury Board Secretariat relied on National Defence for 
the assessment of risk at the funding approval stage. National Defence, in 
turn, relied on the contractor who had identified their risk exposure as low. 
Therefore, all three organizations used a low risk rating for the CF-18 
upgrades. As noted in the Treasury Board policy on project management, we 
expected National Defence and Public Works and Government Services 
Canada to be able to provide us with evidence to support the consultative 
process used to establish the government’s low risk rating. For instance, we 
expected National Defence to have identified critical risks that could affect 
the project schedule, such as lack of staff, technical difficulties, or delays in 
validating and verifying the aircraft for acceptance and airworthiness. 
Similarly, we expected PWGSC to be able to provide us with documents to 
support the risks it had identified and how they had been mitigated through 
the various clauses within the related contracts. 


3.65 We also expected to find a PWGSC risk management plan to address 
contractual risk, but the Department told us that it identified and dealt with 
potential risks on a continuing basis. The Department explained that a risk 
management plan must be produced by the contractor; therefore, the plan 
provided by the contractor is the formal government document. 


3.66 Criteria. We evaluated the risk management practices at National 
Defence and PWGSC through two sets of criteria. The first set was made up 
of six risk management themes drawn from the Project Management 
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Institute. The Treasury Board had adopted these themes as department policy 
for ensuring the use of sound project management principles, including risk 
management practices. The second set of criteria is made up of federal and 
departmental risk management policy requirements that are specific to the 
entity audited. We gathered the results of these evaluations through 
interviews and document reviews. 


3.67 We found that while National Defence and PWGSC met some of the 
criteria for good risk management, none were met fully. Both departments 
need to improve risk management in each of the six areas shown in 


Exhibit 3.5. 


a ee ee ee 
Exhibit 3.5 The six themes for evaluating risk management 


We evaluated the risk management practices of the Department of National Defence 
and Public Works and Government Services Canada using the following criteria: 


Risk management planning. Did the entity plan properly and ensure that the level 
and type of risk management activity match the risk and importance of the project. 


Risk identification. Did the entity identify and document potential project risks. 


Qualitative risk analysis. Did the entity assess the impact and likelihood of the 
occurrence of the identified risk. 


Quantitative risk analysis. Did the entity determine how often each risk might occur 
and the consequences on project objectives. 


Risk response planning. Did the entity undergo the process of developing options 
and actions to enhance opportunities and reduce threats to the project’s objectives. 


Risk monitoring and control. Is the entity identifying, monitoring, and dealing with ” 
risk across the project on a continual basis. 


Source: Project Management Institute. 


3.68 ‘Treasury Board Secretariat oversight. Treasury Board Secretariat 
officials informed us that they oversee the CF-18 modernization to ensure the 
integrity of the expenditure process. They stated that they also ensure that 
National Defence identifies and assesses project risks and puts in place 
measures and strategies to deal with risks, but they don’t manage the risks 
associated with individual projects. 


3.69 The Treasury Board Secretariat did not provide us with evidence to 
support its review of National Defence’s identification and assessment of 
project risks for the ECP-583 project. Secretariat staff told us that they 
attended the National Defence ECP-583 briefings and that this demonstrated 
due diligence in its oversight role. While attending National Defence 
briefings does represent some oversight, we also expected the Secretariat to 
provide evidence supporting the other work they do in carrying out their 
oversight role. 


3.70 We found that the availability of such supporting evidence started to 
increase in 2003. We particularly note that the government recently 
approved a CF-18 project on the condition that National Defence submit 
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Impact on Phase 2 


Other pressures 


annual reports. Annual reports for all CF-18 projects are now to highlight 
progress on milestones and any changes to scope, and they should include an 
updated risk assessment. We view this as a positive step. 


Risks to Phase 1 threaten timely completion of Phase 2 


3.71 In Phase 1, the contractor for the major project—the ECP-583—had 
already successfully installed and tested it on the F/A-18 fleets of two other 
nations. National Defence was able to take advantage of a ready-to-go 
package for the integration of mature avionic systems that the contractor had 
developed for the U.S. Navy. Phase | required National Defence to address 
unique technical modifications, co-ordinate testing, and develop integrated 
logistic support, among other things. 


3.72 Phase 2 involves the installation and integration of systems that have 
not been in production as long as the Phase | systems. The ECP-583R2 
consists of the integration and installation of Data Link, multi-purpose 
displays, helmet mounted displays, and upgrading of the Counter Measures 
Dispensing System (Exhibit 3.2). The CF-18 software will also be upgraded. 
At the time of the audit, work was being done on Data Link and the multi- 
purpose displays to integrate them with the CF-18s. In order for the 
contractor to start the Phase 2 production line as the Phase | line finishes, 
Phase 2 was following an aggressive schedule. 


3.73. Department officials told us that the risks for the ECP-583R2 could be 
higher than the ECP-583, but National Defence still assessed it as low. Project 
staff were developing plans to manage risk. The departmental approval 
process for the ECP-583R2, originally planned for fall 2004, was delayed. The 
Department now anticipates awarding the contract in early fall 2005. If 
approval for the ECP-583R2 is further delayed, there is little room to adjust to 
keep the modernization on track. 


3.74 Funding issues must be resolved. Originally, a new Defensive 
Electronic Warfare Suite, which consisted of a counter measures dispensing 
system, a radar warning receiver, and an electronic pulse jammer, was to be 
installed on the CF-18. The full Suite would equip the CF-18 for operations 
in a high-threat scenario. However, at the time of the audit, only the counter 
measures dispensing system portion of the Suite was included as part of the 
ECP-583R2 in Phase 2. The radar warning receiver and the jammer did not 
proceed through the approval process due to funding issues. Defence officials 
told us that the CF-18s would not be deployed to a high-threat scenario 
without a full Suite, subject to government direction. National Defence plans 


to have a full Suite in its CF-18s by 2009. 


National Defence needs to resolve resource issues 


3.75 We found that there are concerns outside the scope of the CF-18 
upgrades that could threaten the overall success of the modernization. They 
need to be addressed to ensure full use of the aircraft until the end of its 
useful life. 
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376 ‘Technicians. National Defence is experiencing a shortage of skilled 
aircraft technicians. Because of the lack of technicians, maintenance work is 
taking longer, which means that aircraft turnaround times have increased. 
The longer the turnaround time, the fewer the possible sorties and available 
flying hours for pilots in training. Demographic indicators show that this 
problem may get worse as older technicians retire, leaving more 
inexperienced technicians to maintain the aircraft. 


377 ‘To ensure that aircraft do not degrade because of a lack of proper 
maintenance, National Defence must have the technicians and the spare 
parts available when needed. It was not clear at the time of this audit what 
the projected use of spare parts would be for the modernized CF-18 and 
whether there were sufficient spare parts to meet demand. The Department 
has begun developing a Logistics Management Plan to forecast requirements. 


378 Pilots. Pilot shortages are a challenge that we reported on in the past. 
We were informed that because of pilot shortages last year, the Air Force was 
not able to use all of the available flying hours for the CF-18s. To ensure that 
the 80 upgraded aircraft are used fully, National Defence must have enough 
trained and available pilots to fly the missions. Pilot shortages are felt 
particularly at the training units, which often suffer first when there are not 
enough experienced pilots for both squadron operations and training unit 
demands. 


379 The Department caps yearly flying hours at 182.7 per pilot, which is 
sufficient to maintain proficiency for a medium-threat scenario. Pilots no 
longer train for high-threat scenarios, which require about 240 flying hours 
per year. With the introduction of simulators in 2005, training personnel 
envision that additional operational training objectives may be met. 


3.80 Funding. The ability of National Defence to sustain and support 
established CF-18 operational capability and capacity in the future may be 
affected by the resources available. National Procurement funding is used for 
spare parts and repairs and overhaul contracts; however, funding 
uncertainties have an impact on the ability of the Department to plan. The 
spring 2004 Aerospace Management Committee indicated that there is a 
projected gap of $100 million between the Air Force funding demands and 
available National Procurement funds. As well, the Committee projects a 
decrease in National Procurement funding such that by 2007-08, available 
funds will be about 65 percent of identified demand. This may introduce 
uncertainty and volatility in the Department's ability to maintain and 
continue flying the CF-18s to meet operational commitments. 


3.81 Recommendation. National Defence should ensure that sufficient 
funding is allocated to support the CF-18 and that a sufficient number of 
trained technicians and pilots are available to maximize the value of the 
investment in the CF-18 modernization. 


National Defence’s response. National Defence accepts the 
recommendation and will continue to analyze resource requirements on an 
annual basis to optimize resource allocation. The CF-18 fleet will be allocated 
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a portion of National Procurement funding based on forecast maintenance 
and support in order to optimize utilization and achieve value for money 
relative to the costs of the modernization project. Furthermore, we recognize 
the importance of ensuring that the value of the investment in the CF-18 
modernized fleet is maximized. To that end, additional funding has been 
allocated to increase the number of technicians produced by our training 
process and, as a longer-term solution, an initiative entitled Air Technician 
Training Renewal is commencing. 


The production of a pilot is a complex and multi-faceted process that includes 
recruiting; training at the basic, advanced, and operational levels; and 
combat ready training at an operational squadron. At the end of 2003, a 
multi-million dollar recruiting campaign was directed at, among other things, 
potential pilot candidates. In conjunction with this initiative, the Air Force is 
currently in the process of developing better selection tools to improve the 
likelihood that potential candidates will be successful during their training. In 
addition, new measures are also under consideration with a view to retaining 
more of our qualified pilots. 


Conclusion 


3.82 Phase | of the CF-18 Incremental Modernization Project is the result 
of a process that reasonably links mission requirements to the upgrades 
undertaken. The five projects we reviewed were all progressing within cost; 
however, two of the five projects were behind schedule. The upgraded aircraft 
were being delivered on schedule and, according to National Defence, were 
meeting its performance expectations. 


3.83 Public Works and Government Services Canada has managed the 
critical parts of its contracting responsibilities. However, it could better 
document the work it carries out as the government’s contracting agent. 


3.84 Although we found it difficult to obtain the documentary evidence to 
support the Treasury Board Secretariat's oversight role in the early stages of 
Phase 1, since 2003, when evidence concerning the performance of its 
oversight role became more readily available, we concluded that the 
Secretariat was carrying out an oversight role. 


3.85 Improvements to project and risk management are needed before 
National Defence continues with the Phase 2 upgrade projects. There are 
impediments to the successful outcome of Phase 2 that can be addressed by a 
review of staffing, better project control through planning and reporting, a 
better understanding of risk management, and implementing the risk 
management plan it now has. If these areas are not addressed, the 
Department is putting at risk its ability to get full value from its $2.6 billion 
investment in the CF-18. 
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386 There are also factors outside the direct scope of the CF-18 
modernization project that need to be addressed by the Department to ensure 
that it attains the full investment value of upgrading the CF-18s. The 
Department needs to address the personnel shortages that threaten its ability 
to fly the CF-18s and keep them properly maintained. As well, it needs to 
resolve support funding issues. 
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About the Audit 


Objectives 


The overall objective of our audit was to assess whether the CF-18 Incremental Modernization Project is being 


effectively managed. 


To do this, we addressed whether 


National Defence effectively identified a valid capability need; 
the Department managed the project within performance, cost, and schedule expectations; 


Treasury Board of Canada staff provided adequate initial scrutiny of submissions and whether their monitoring 
and oversight, given the resulting projects, match the risk, materiality, and technical complexity of the projects; 


Public Works and Government Services Canada managed the contracting portion of the defence acquisition 
effectively such that the contracting process complies with government policy and contracting regulations and 
that for processes under its control, the project has remained within performance, cost, and schedule 
expectations; and 


the project met or will meet the standards associated with effective planning, including training, maintenance, 
materiel support, and risk management. 


Scope and approach 


We carried out our audit primarily at National Defence headquarters and included visits to the 4 Wing fighter base 
in Cold Lake Alberta, | Canadian Air Division, and the modernization facility in Mirabel, Quebec. 


The audit team interviewed personnel from National Defence, PWGSC, and the Treasury Board Secretariat. We 
examined department files, relevant documents, and reviewed the experiences of other countries who modernized 
their fighter aircraft. 


When we planned this audit in the summer of 2003, the sub-projects and projects contributing to the modernization 
of the CF-18 consisted of two phases, Phase 1 (2001-06) and Phase 2 (2004-09). 


The five Phase 1 projects: 


mission computers 

operational flight program 
Engineering Change Proposal 583 
multi-purpose displays group units 


Advanced Distributed Combat Training System 


Audit criteria 


The criteria for the audit included the extent to which 


National Defence conducted adequate requirement and option analyses to ensure that it is acquiring or 
upgrading a valid capability need; 


the Department undertook risk analysis to identify and manage risks; 


test and evaluation processes are sufficient to ensure that the capability delivered meets the original 
specifications; 

National Defence and PWGSC followed government contracting policy and regulations; 

equipment implementation plans are comprehensive enough to ensure the most efficient and effective 


introduction of the equipment into operations, including optimal equipment availability, support, maintenance, 
and training throughout the equipment’s life cycle; and 
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* National Defence gave due consideration to, and introduced, acquisition reforms where appropriate at all 
internal levels as they related to the selected project. 


Audit Team 


Assistant Auditor General: Hugh McRoberts 
Principal: Wendy Loschiuk 
Director: David Saunders 


Aaron Blazina 
Philip Chin 
Mary Lamberti 
Brian O'Connell 
Stacey Wowchuk 


For information, please contact Communications at (613) 995-3708 or 1-888-761-5953 (toll-free). 
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Chapter 


Management of Federal Drug 
Benefit Programs 


All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 


Table of Contents 


Main Points 


Introduction 


Focus of the audit 


Observations and Recommendations 


Program features 

Drug benefit process involves several parties 
Objectives, performance measures, and reporting 
Decision making is not based on performance data 
Analyzing drug use trends 


Claims processing databases provide valuable information 
Claims processing systems do not detect many types of potential abuse 
Programs are data-rich but information-poor 


Controlling costs and managing the programs 


Drug benefit approvals differ by program 

Strategies for containing costs are underused 

Most organizations have appropriate controls for claims processing systems 
Improved controls for pharmacy payments are needed 


Effective practices of federal organizations 
Conclusion 
About the Audit 


Appendix 


Follow-up of previous audits 
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Management of Federal Drug Benefit 
Programs 


Main Points 


41 Our audit of the federal government’s drug benefit programs found a 
lack of leadership and co-ordination in the provision of drug benefits. The six 
federal organizations that administer the programs approve most of the same 
drugs and deliver them through the same pharmacy system in Canada. 
However, the failure to co-ordinate their efforts has led to missed 
Opportunities to save money and contain costs. 


4.2 Studying drug use patterns, and taking appropriate action, can prevent 
the misuse of drugs and help ensure that clients realize the intended health 
outcomes of drug benefit programs. The federal government has current, 
highly informative data on the drug use of each of its clients; however, these 
data are not being systematically assessed and disseminated to health care 
professionals. The data provide an important source of medically relevant 
information for Health Canada, Veterans Affairs, the RCMP and National 
Defence, all of whom share responsibility for improving or maintaining the 
health of their respective clientele, in partnership with industry and service 
providers. Failure to share this information could result in less than optimal 
health outcomes for many clients. 


43 In managing these programs, federal organizations have not taken 
advantage of known cost-saving opportunities in order to ensure the 
programs’ long-term sustainability. As a result, the government may be 
spending tens of millions of dollars annually more than necessary. 


Other observations 


44 The federal government is the fourth largest payer of prescription drug 
benefits in Canada, after Ontario, Quebec, and British Columbia. It spends 
more than $430 million annually on prescription drugs for about one million 
Canadians. These costs have risen by 25 percent over the past two years. 


45 Other than for cost, most federal organizations have neither objectives 
nor performance measures that are specific to their drug benefit activities. 
Without specific objectives and related performance information, 
organizations have no means of assessing whether their activities are meeting 
intended purposes and are cost-effective. 
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46 Audits of pharmacies have identified significant overcharges owed to 
the Crown. These amounts owing have not been recorded in the Public 
Accounts of Canada as required by the Treasury Board Policy on Receivables 
Management. 


The government has responded. Federal organizations agree with all of our 
recommendations and their responses are included in this chapter. The 
government has told us that details on actions to be taken will be 
communicated to us within a few months. 
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Introduction 


47 The use of pharmaceutical drug products is a fact of life for many 
Canadians. These products prevent and cure diseases, help to manage 
chronic medical conditions, and provide relief from many regular aches and 
pains. Over the past 40 years, drug products have fundamentally changed the 
face of health care in Canada and will continue to play a prominent role in 
the years to come. 


48 The manufacture, distribution, and sale of drug products form a 
multi-billion-dollar industry in Canada. In 2003, an estimated $19.6 billion 
was spent on them—the second largest component of all health care 
spending in Canada, after hospital expenditures. 


49 Pharmaceuticals are not insured under the Canada Health Act, except 
for drugs dispensed in facilities providing hospital care. While many 
Canadians must pay for their prescription drugs themselves, some are covered 
by private or corporate drug benefit plans or by provincial or federal 
government programs. 


4.10 | About one million Canadians are eligible for federal drug benefits. The 
programs providing the benefits have been among the fastest-growing areas of 
federal spending on health. Between 2000-01 and 2002-03, spending on 
these programs grew from $350 million to $438 million, a 25 percent increase 
in just two years. The federal government is now the fourth largest payer of 
drug benefits in Canada, after Ontario, Quebec, and British Columbia. 


411 Collectively, provincial governments are estimated to provide benefits . 
to over nine million Canadians. We conducted this audit in co-operation with 
provincial auditors general, most of whom plan to report the results of their 
audits to their respective provincial legislatures in the coming months. 


Focus of the audit 


412 This audit examined the drug benefit programs of six federal 
organizations: Health Canada (benefits for First Nations and Inuit), Veterans 
Affairs Canada (veterans), National Defence (Canadian Forces members), 
the Royal Canadian Mounted Police (members), Citizenship and Immigration 
Canada (certain designated classes of migrants), and Correctional Service 
Canada (inmates of federal penitentiaries and some former inmates on 
parole). 


413. Although our audit work included following up on audits completed 
between 1996 and 2000 in Health Canada and Veterans Affairs Canada, most 
of our work focussed on more recent activities. A summary of our follow-up 
conclusions is in the Appendix. More details on the objectives, scope, 
approach, and criteria are included in About the Audit at the end of the 
chapter. 
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Program features 


Observations and Recommendations 


414 There are important distinctions among the six federal programs. 
Citizenship and Immigration Canada, for example, provides drug benefits to 
clients for a relatively short period, averaging one and a half years, and this 
clientele varies significantly throughout the year. In contrast, Health Canada 
provides drug benefits to its clients throughout their lives. The relationship of 
organizations to clients also differs significantly, from provision of basic 
medical services by Correctional Service Canada during clients’ confinement 
to provision of long-term care and living assistance by Veterans Affairs 
Canada. National Defence and the RCMP provide drug benefits, in part, to 
ensure operational effectiveness. The costs of providing such drug benefits 
in 2002-03 ranged from $5 million at Citizenship and Immigration Canada to 
$290 million at Health Canada. Exhibit 4.1 summarizes the size of each 
program. Although the drug benefit programs are as different as the mandates 
of the six federal organizations we audited, they approve many of the same 
drug products and are similar in several respects (Exhibit 4.2). 


Drug benefit process involves several parties 


415 Federal organizations are not alone in delivering these services. They 
must work with other stakeholders, including doctors, pharmacists, provincial 
governments, and claims administrators under contract to the government. 
Doctors have an important responsibility for patient care and are normally 
paid a professional fee by provincial governments for any medical assessment 
associated with the prescription of a drug. Pharmacists are normally 
responsible for dispensing drugs, while both doctors and pharmacists are 
responsible for ensuring that different drugs prescribed to patients (sometimes 
by different doctors) do not interact in a negative way. Pharmacists also play 
vital roles in counselling patients and recording information on the various 
drugs prescribed to a patient, including information provided by the patient 
or the prescribing doctor. Pharmacists bill the respective federal drug 
programs for the prescriptions they fill, including the costs of the drugs and 
their professional dispensing fee. A claims administrator under contract with 
the federal government usually makes the actual payment and is reimbursed 
for its costs as well as a service fee for each transaction. Patients also play a 
role in their own health care. 


Objectives, performance measures, and reporting 


416 Program objectives state the purpose or benefits of an organization’s 
activities. Performance measures provide information about the program’s 
progress toward each objective, and their use can help to inform management 
and other decision makers when corrective action is needed. Our Office and 
the Treasury Board Secretariat have long emphasized the importance of 
setting clear program objectives and measuring performance toward 
achieving them. Without objectives and performance measures, it is often 
difficult to determine the most effective strategies for achieving results. 
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Exhibit 4.1 Size and cost of drug benefit programs, 2002-03 


Expenditures ($ millions) Total expenditures are $438.1 million 
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Consequently, program managers may fund activities that are ineffective and 
not necessarily meeting the needs of their clients. 


417 Given the size and costs of the federal drug benefit programs, we 
expected that each program would have clearly stated objectives and 
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Exhibit 4.2 Similarities of the six federal drug benefit programs 


¢ Most programs have the goal of optimizing the health status of its clients. 


* Most program clients obtain prescriptions from their doctors and drugs 
from pharmacies. 


¢ The programs’ clients typically do not pay for their drugs; the federal government 
reimburses the pharmacies. 


¢ Program costs for providing drug benefits have increased significantly in 
recent years. 


* Most programs use third-party claims administrators to manage payment 
of benefits. 


¢ Programs provide benefits for many of the same drug products. 


¢ Most programs keep detailed information on their client transactions. 


performance measures. We also expected that objectives would focus on 
improved outcomes, reflecting the positive therapeutic effects of drugs and 
the value that taxpayers are obtaining for their tax dollars. Finally, we 
expected that performance information would be reported to Parliament. 


418 Drug benefit programs are part of larger programs. In all cases, we 
found that the provision of drug benefits is a component of larger health care 
programs, each with its own set of general health objectives. Therefore, we 
asked each of the six federal organizations to provide us with the drug benefit 
objectives and performance measures being used in the assessment of their 
larger programs. We also reviewed internal documents that we expected 
would include such measures and performance reporting where warranted. 


419 We found that the objectives for the organizations’ health-related 
programs do not include objectives specific to drug benefits in most cases. 
Health Canada, National Defence, and Citizenship and Immigration Canada 
had objectives specific to the costs of their drug benefit activities. Although 
the RCMB National Defence, and Health Canada have program objectives 
for their larger programs for which the monitoring of drug use could serve as a 
performance measure, only National Defence has analyzed its data for such 
purposes. For example, National Defence has performance measures to track 
objectives related to operational readiness and, in fact, it routinely collects 
and analyzes data related to the availability of essential medication and its 
provision to personnel in operational settings. 


Decision making is not based on performance data 


4.20 Collective or individual objectives and associated performance 
measures for providing drug benefits are necessary in order for management 
to assess whether their related activities are meeting their intended purposes 
and are cost-effective. They are also needed to assess how the provision of 
drugs contributes to achieving their broader program objectives. However, 
most organizations do not have the information they need for decision 
making or for reporting on the progress of their drug benefit activities toward 
their planned outcomes. In particular, management should be able to decide 
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which drugs are to be maintained, added, or deleted from their drug list. This 
decision should be based on their own performance information such as 
actual cost-benefit data. However, other than National Defence, 
organizations do not regularly analyze such information for this purpose. 


4.21 Recommendation. Health Canada, Veterans Affairs Canada, National 
Defence, the RCMP Citizenship and Immigration Canada, and Correctional 
Service Canada should, either collectively or individually, establish or 
strengthen objectives and performance measures for their drug benefit 
activities and report to Parliament as appropriate. 


Organizations’ response: Agreed. Federal organizations will establish or 
strengthen drug benefit program objectives and performance measures 
appropriate to their client populations and mandate. All actions will support 
the National Pharmaceutical Strategy commitments made by First Ministers. 
Departments will report regularly on progress. 


Analyzing drug use trends Claims processing databases provide valuable information 


4.22 Analyzing how drugs are being used is critical in supporting the 
provision of good health care. Studying drug use patterns and taking 
appropriate action to prevent the misuse of drugs can help ensure the 
intended health outcomes of drug benefit programs. Five federal 
organizations capture all individual client transactions on databases. These 
databases may constitute a unique source of information on about one million 
Canadians and 13 million individual drug transactions per year, including the 
names and quantities of drugs prescribed, the respective dates, and associated 
costs. Experts from government, academia, and U.S. pharmacare consider the 
analysis of this information to be an important element in the management of 
pharmacare programs and believe that such analysis can have a significant 
impact on the quality of health care. These databases are important sources 
of medically relevant information for Health Canada, Veterans Affairs 
Canada, the RCMP and National Defence, all of whom share responsibility 
for improving or maintaining the health of their respective clientele, in 
partnership with doctors and pharmacists. 


* Health Canada. In its 2002-03 Annual Report on the Non-Insured 
Health Benefits Program, Health Canada states, “The purpose of the 
program is to provide non-insured health benefits to First Nations and 
Inuit people in a manner that contributes to the achievement of an 
overall health status for First Nations and Inuit that is comparable to 
that of the Canadian population as a whole.” 


¢ Veterans Affairs Canada. The Veterans Affairs Canada Adverse Drug 
Utilization Review Policy states, “The focus of Utilization Review is to 
ensure that appropriate health care is received by members and 
rendered by physicians and pharmacists. This is achieved by assessing 
whether benefits received under the program result in optimum health 
outcomes for members. Medical and health-based analyses are 
performed with the focus on members’ wellness. The goal is to alert 
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health care providers to situations of adverse benefit use by supplying 
them with specific details of the member’s utilization patterns.” 


* RCMP. In its 1998 Strategic Plan, the RCMP indicated its commitment 
to medical surveillance: “Because of concern about these safety issues 
and, also, because of the enormous potential liability that would result 
from failure to apply due diligence to prevent resultant damage to life or 
property, the Force has a legal and ethical duty to ensure that members 
are fit to safely perform the tasks of police work.” 


* National Defence. National Defence has two relevant objectives for 
analyzing drug use: to enable the provision of patient care through 
judicious use of medicines; and to administer a drug program based on 
four principles—operational readiness, fairness, equality, and health 
outcomes. 


4.23 Given this policy orientation, we expected these four organizations to 
routinely conduct analyses of drug use and communicate all relevant 
information to health care decision makers to assist them in optimizing the 
health care outcomes of their respective clients. 


4.24 Correctional Service Canada and Citizenship and Immigration Canada 
have limited programs that provide only basic health care services and, as 
such, we did not expect substantial analyses of their drug use databases. 


4.25 The data from the claims processing databases can be used for two 
types of drug use analyses: concurrent analyses and retrospective analyses. 
Concurrent analyses identify potential sources of therapeutic problems at the 
time prescriptions are dispensed. In this regard, alert fields can be 
programmed into the systems that advise pharmacists if filling a prescription 
could put a patient’s health at risk (for example, when two drugs may react 
negatively with each other). Retrospective analyses examine drug use 
patterns over defined periods for individual clients and groups of clients 
considered at risk. 


4.26 Concurrent analyses. As the claims processing databases constitute 
the only comprehensive source of data on drug use for many clients, this 
information is very important to health care decision makers. Access to these 
data is especially crucial for certain client groups, such as the more than 
166,000 seniors and thousands of diabetics served by federal drug benefit 
programs. 


427 In our 1997 audit, Chapter 13, First Nations Health, and in our 

2000 follow-up, we reported that clients were accessing large numbers of 
prescription drugs. In 1997 we recommended that Health Canada’s 
automated system alert pharmacists to potentially inappropriate drug use in 
order to facilitate timely intervention. We also expected that organizations 
with a large number of senior citizen clients, such as Veterans Affairs Canada, 
would routinely analyze their data for drug use patterns that are known to put 
senior citizens at risk. 
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Claims processing systems do not detect many types of potential abuse 


4.28 Health Canada’s system provides pharmacy alerts for duplicate drug 
therapy and drug-to-drug interactions. This information is routinely captured 
in the Department's claims processing database. Pharmacists can choose to 
override these alerts after they have consulted with a doctor, the patient, or 
other sources and are satisfied with the explanation. 


4.29 In our 2000 audit of Health Canada’s drug benefit program, we 
recommended that the program more closely monitor pharmacists’ overrides 
of warning messages for drug use and undertake rigorous and ongoing analysis 
to assess the effectiveness of the messages. The Department took appropriate 
action and reported the analysis of pharmacy overrides and action taken. 


4.30 In 2002-03, the Department's claims processing system rejected about 
300,000 claims of the more than nine million drug transactions. Of these 
rejections, 83,000 (28 percent) were overridden and paid by the program. 
About 70 percent of the overridden claims were for duplicate prescriptions 
claimed in the same pharmacy; 43 percent of these were based on the client 
providing an adequate explanation to the pharmacist before the prescription 
was filled. This system is now used to assist Health Canada in identifying 
pharmacies for audit. 


431 Veterans Affairs Canada set up a claims processing system in 1997-98 
that also identifies duplicate drug therapy and drug-to-drug interactions at 
the time of dispensing. Unlike Health Canada’s system though, it also 
identifies cases where multiple narcotics are being dispensed for the same 
client. However, it issues an alert only for drugs that have been previously 
dispensed from another pharmacy. It does not issue alerts for intrapharmacy 
claims; these are left to the discretion of the pharmacist. Thus, Veterans 
Affairs Canada does not collect override data for duplicate prescriptions 
claimed by the same pharmacy. Nor does the Department collate information 
on claims processing alerts or assess the volume of alerts and overrides, and 
the reasons for the overrides. 


432 Citizenship and Immigration Canada does not yet have an automated 
alert system and does not collect override information as its automated 
system is still being developed. Correctional Service Canada and National 
Defence do not maintain alert and override systems for internal operations, 
given the highly controlled nature of their operations. 


433 Health Canada and Veterans Affairs Canada clients access large 
numbers of prescription drugs. In our 1997 Report, Chapter 13, Health 
Canada—First Nations Health, and the follow-up in 2000, we identified 
potential abuse by clients from the over-prescribing of drugs. We repeated this 
analysis in this audit. As shown in Exhibit 4.3, we found that the number of 
clients accessing 50 or more prescriptions had increased significantly 
compared with the number we observed in our 2000 audit (corrected for 
population growth). Health Canada was unable to explain why the number of 
such clients had almost tripled in four years. 
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Narcotics—A class of drugs that are normally 
opium derivatives but also includes restricted 
drugs such as cocaine and marijuana. For the 
purpose of this audit, the term “narcotics” refers 
only to opioid narcotics such as morphine, 
codeine, and oxycodone, which are used to 
relieve pain. Excessive dosage of these drugs 
may Cause unconsciousness, coma, and even 
death. Repeated use may cause physical 
dependency and, in certain individuals, 
addiction. 


Exhibit 4.3 Health Canada—key indicators of excess prescription drug use* 


Per 1,000 clients Per 1,000 clients 


25 5 

20 4 
is P HH 1099 
Gi 2003 

10 2 

5 1 

0 0 


Clients who receive 
50 or more prescriptions 


Clients who use 
over 15 drugs 


Clients who use 3 or more pharmacies 


*Based on data for period July to September 1999 and 2003 


434 [nits 2001 report pertaining to our 2000 audit, the Public Accounts 
Committee recommended that Health Canada immediately upgrade its 
system to provide pharmacists with the names and quantities of drugs 
prescribed and the respective dates for at least a client’s last three 
prescriptions, as well as relevant details on the doctor visited. As noted in the 
Appendix, this recommendation has not been implemented. 


4.35 We also analyzed departmental data for July-September of 2003 for 
four of the six federal organizations we examined (Exhibit 4.4). The data 
showed that a considerable number of Veterans Affairs Canada and Health 
Canada clients were taking more than 15 different drugs during this 90-day 
period and that a significant number had received 50 or more prescriptions 
during the period. We found that both departments’ claims processing 
systems do not send alerts to identify clients accessing large numbers of drugs. 


436 Clients obtaining multiple narcotics. Narcotics have a high potential 
for misuse. As such, we expected the organizations’ claims processing systems 
to be more sensitive to the potential for misuse and provide pharmacists with 
immediate alerts for unusual opioid narcotic prescription patterns that 
suggest the need for further investigation. 


4.37 To determine if the systems discourage the abuse of such drugs, we 
identified clients obtaining multiple narcotics using prescriptions from 
multiple doctors through multiple pharmacies. Experts in this field consider 
that clients acquiring two or more different narcotics through a combination 
of two or three doctors and two or three pharmacies should be considered at 
risk for drug misuse; clients with combinations of 11 or more doctors and 

11 or more pharmacies in a year should be considered at high risk for 
problematic use of such medications, including misuse and addiction. 


4.38 We found that in 2002-03 over 900 clients from the four programs 
analyzed were on two or more different narcotics simultaneously and had 
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Benzodiazepines—So-called “minor” 
tranquilizers and depressants that relieve 
anxiety and produce sleep. In certain individuals, 
they can lead to addiction if taken for an 
extended period of time. Adverse effects include 
confusion, drowsiness, hallucinations, mental 
depression, and impaired co-ordination. 


Methadone—A long-lasting synthetic opioid 
used to treat pain and/or opioid addiction. In 
some cases, methadone can be effectively used 
to treat both conditions. 
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Exhibit 4.4 Organizational comparison—Key indicators of excess prescription drug use* 


Per 1,000 clients 
25 


| Health Canada 


ee 


CJ Veterans Affairs Canada 


20 


[] National Defence 


10 


Clients who receive 
50 or more prescriptions 


Clients who use 
over 15 drugs 


Clients who use 
3 or more pharmacies 


*Based on data for period July to September 2003 


acquired these drugs through prescriptions from two or more doctors and two 
or more pharmacies. Health Canada had 128 medium- and 94 high-risk 
clients receiving multiple narcotics simultaneously through a combination of 
seven or more doctors and seven or more pharmacies (Exhibit 4.5). While 
some cases may be attributable to terminally ill patients receiving end-of-life 
care, many patterns were highly suggestive of problematic use, such as drug 
misuse, addiction, and possibly trade or sale. For example, we identified a 
number of Health Canada clients who were dispensed large quantities of four’ 
or more different narcotics through up to 46 different combinations of 
doctors and pharmacies; one client was able to regularly acquire large 
quantities of seven different narcotics through 29 different doctors and 

21 different pharmacies in one year (974 tablets each containing 30mg of 
codeine were obtained for three of these narcotics in one month). We also 
analyzed the use of benzodiazepines and found similar results. We found that 
Veterans Affairs Canada’s claims processing system provides immediate alerts 
to pharmacists for the use of multiple narcotics and for the use of multiple 
benzodiazepines. Heath Canada’s system does neither. 


4.39. We also examined the concurrent use of methadone and other opioid 
narcotics by Health Canada clients to further test the Department’s claims 
processing alert system. Expert advice received from the Centre for Addiction 
and Mental Health indicates that under appropriate professional supervision, 
methadone can be used (though not exclusively) to treat drug addictions 
involving opioid narcotics, such as heroin, morphine, and hydromorphine. In 
such cases, however, the concurrent use of methadone and other opioid 
narcotics is normally discouraged. Furthermore, a methadone maintenance 
program is intended to be a highly structured treatment model that requires 
careful oversight and close monitoring by both doctors and pharmacists in 
order to safely treat a complex group of patients with a minimum of risk to the 
patients and public. 
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“In cases where clients are obtaining multiple 
controlled substances from different doctors, the 
likelihood of each prescriber being aware of the 
prescriptions for controlled substances by the 
other practitioners is reduced and decreases as 
the number of prescribers increases.” 


Dr. Douglas Gourlay, MD, MSc, 

FRCPC, FASAM 

Centre for Addiction and Mental Health 
Wasser Pain Management Centre, 
Mount Sinai Hospital 


Exhibit 4.5 Risk levels for clients using opioid narcotics (excluding methadone), 2002-03 


Number of clients at specific risk levels 


Organization 


Minimum Medium 


Health Canada 45 LSS 128 94 


ecole Affairs AAG 39 | 6 | 1 
RCMP | 57 8 0) 0) 
National Defence* 12 | 1 0) | 0) 
*2003-04 Risks for clients obtaining two or more narcotics: 


Minimum—two or three doctors and two or three pharmacies 
Low—four to six doctors and four to six pharmacies 
Medium—seven to ten doctors and seven to ten pharmacies 
High—over ten doctors and over ten pharmacies 


4.40 Expert advice also points out that methadone is an unusual drug in 
terms of regulations surrounding its use. It is unique in that while it is 
particularly effective for the treatment of opioid addiction, it is also very 
effective for pain management. In many countries, including Canada, 
methadone use for the treatment of opioid narcotic addiction is highly 
regulated and requires a special federal permit (exemption) that is typically 
given only after advanced training by the prescribing physician. When 
methadone is used to treat pain, the permit does not require additional formal 
training. Likewise, there are currently no specific guidelines in place to assist 
prescribers in the ways to safely use methadone for the treatment of pain. As 
a result, it is possible for patients who would benefit from the highly 
structured and supportive care offered by methadone maintenance treatment 
programs to treat opioid addiction to seek treatment through less structured 
pain management programs. When methadone is used to treat two different 
and sometimes co-occurring conditions under two completely different 
regulatory models, the need to closely monitor its use becomes even more 
important since the risk of misuse is significant. 


441 Therefore, we expected Health Canada’s system to identify and flag for 
pharmacists the dispensing of opioid narcotics to clients who were also 
receiving regular methadone treatment for opioid narcotic addiction, 
particularly when prescribed by different doctors and subsequently dispensed 
by different pharmacists. 


442 In 2002-03, Health Canada had 1,253 clients using methadone; 

967 were in a methadone program for at least 60 consecutive days and, of 
these clients, 299 were concurrently prescribed one or more opioid narcotics. 
We found that more than 70 percent of these 299 clients had different 
doctors prescribe either opioids or methadone and 52 percent used a different 
pharmacy for each drug. Clients, who receive opioid narcotics from doctors 
other than those who prescribed methadone, especially without the 
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methadone prescriber’s knowledge, can be considered at high risk for drug 
misuse and, ultimately, program failure. Health Canada’s claims processing 
system does not provide pharmacists with alerts when dispensing opioid 
narcotics to clients also receiving methadone. If such clients were identified 
early through effective alert systems, appropriate interventions could be 
initiated and treatment outcomes improved. 


Programs are data-rich but information-poor 


4.43 Retrospective analyses. The claims processing databases offer a wealth 
of information that can provide valuable insights into health trends of clients, 
the success of specific program efforts, and, to some extent, the 
appropriateness of drug benefits provided to clients. As a minimum, we 
expected organizations with large programs to conduct routine systematic 
analyses of these databases, both to evaluate the overall effectiveness of their 
programs and to improve the health outcomes for their clients. 


444 We found that these large organizations do not use the substantial 
information in their database to consistently and systematically look for 
patterns of inappropriate use. Though not comprehensive, Veterans Affairs 
Canada’s retrospective drug utilization review does target methadone use, 
monthly codeine use, the top 20 users of over-the-counter drugs, and the top 
20 users of prescription drugs. When an extreme case of adverse use is 
identified, the Department's policy is to send letters to doctors and 
pharmacists and to mobilize a district health care team. The team consists of 
a medical officer, nurse, counsellors, and whatever outside expertise and 
resources are needed to assist the client, including drug addiction services 
and pain management clinics. The Department’s drug use policy manual 
states that a “signed consent form is not necessary prior to sending provider 
notifications as this process is viewed as a service performed in the member’s 
best interest and to protect their health.” While this manual also states that 
Veterans Affairs Canada is to review historical information such as 
drug-to-drug interactions, the Department does not systematically conduct 
comprehensive risk analyses of this nature to determine patterns of 
inappropriate drug use; nor is such information communicated to health care 
professionals. 


4.45 Other organizations conduct limited drug use analysis. Effective 2004, 
National Defence introduced a system to capture all pharmaceutical 
information pertaining to transactions both on- and off-base. Prior to this, its 
efforts were limited to reviewing adverse drug events identified in the 
literature and case reports on individual adverse reactions. These reviews led 
to a number of in-depth studies to evaluate specific drug use issues and often 
led to changes in drug use policies. The RCMP conducts drug utilization 
review for a small set of drugs that would potentially threaten the operational 
readiness of members, including psychoactive drugs, cardiac drugs, 
anti-convulsant drugs, and insulin. 


446 In previous audits reported in 1997 and again in 2000, we 
recommended that Health Canada identify significant patterns of 
inappropriate use of prescription drugs and follow up with doctors, 
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“An analysis of the use of anti-platelet therapies 
in diabetic patients over the age of 55 years, and 
in particular those using nitrates, demonstrates 
that there is sub-optimal use of a treatment that 
can prevent cardiovascular events in individuals 
at high risk.” 


Mitchell Levine, MD, MSc, FRCPC 

Director, Centre for Evaluation of Medicines 
Professor, Department of Clinical Epidemiology 
and Biostatistics, 

Department of Medicine, 

McMaster University 


pharmacists, and professional bodies. We noted in our audit in 2000 that 
Health Canada had begun to conduct drug use analysis and that the 
Department had shown a decline in the number of cases involving access to 
large amounts of central nervous system drugs. This intervention was stopped 
in 1999. Health Canada stated in response to our 2000 audit that once 
consent was obtained, drug utilization review would be fully reinstated. It 
made similar commitments to the Public Accounts Committee in 2001. 


4.47 Health Canada informed us that, by the end of our audit, it had 
obtained consent from over 174,000 of its clients, about one quarter of all 
eligible recipients. Nevertheless, it still had not reinstated drug utilization 
review for these clients. Furthermore, the Department could have conducted 
retrospective analyses of clients for whom consent had not been provided by 
replacing names with a code that would have effectively anonymized the 
data. This would have at least enhanced the Department’s capacity to initiate 
evidence-based program interventions supporting health promotion and 
education efforts. The Department has not conducted such analyses. In 
December 2003, it established the Drug Use Evaluation Advisory 
Committee, with terms of reference finalized in June 2004, in order to 
develop and recommend a comprehensive program to promote safe, effective, 
and efficient use of drugs. 


448 ‘lo examine the potential benefit that retrospective drug utilization 
review could offer health care professionals, we conducted a series of 
retrospective anonymized analyses, using departmental databases, in areas 
where the standard of care is well known. 


449 Diabetics, for example, have a two- to four-fold greater risk of 
experiencing a life-threatening cardiovascular event, such as a heart attack, 
compared with an individual without diabetes. Medical experts indicate that 
diabetics, particularly those over 30, would derive considerable benefit from 
being placed on anti-platelet drugs, such as acetylsalicylic acid (ASA) to 
reduce their risk of heart attack. Medical literature and experts also indicate 
that diabetics over 55 years of age who have also been diagnosed with heart 
disease have an even greater risk of heart attack, and thus the need for 
anti-platelet drugs is increased. 


4.50 Our analysis of Health Canada’s 2002-03 database identified 14,519 
First Nations and Inuit clients who were 55 years or older and being treated 
for diabetes. More than 7,000 of these clients were not taking anti-platelet 
drugs. About 2,500 of these diabetics were also on drugs (nitrates) prescribed 
for heart disease, and over 600 of these clients were not taking an 
anti-platelet drug. If such information had been identified and subsequently 
communicated to health care professionals, it may have assisted them in the 
medical management of at least some clients in this population at risk. Health 
Canada has since completed a review of priorities for drug use analysis and in 
fall 2004 plans to communicate with medical and pharmacy professionals 
about the clinical value of diabetics taking ASA antiplatelet therapy. Such 
analysis does not require client consent. 
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4.51 Attention to seniors is needed. The need for therapeutic vigilance is 
vital for seniors if their health care outcomes are to be optimized. The drug 
benefit programs of Veterans Affairs Canada and Health Canada supported 
over 166,000 seniors in 2002-03. Many depend on a large number of drugs to 
maintain their health status and quality of life. However, as the number of 
concurrent prescriptions taken by a senior increases, so does the potential for 
adverse drug interactions and reactions. Certain drugs also pose a potential 
health risk as they are contraindicated for seniors. 


4.52 In 2003, the American Medical Association revalidated a list of drugs 
that were considered to pose a threat to senior citizens. Using a system 
referred to as Beers Criteria, it assessed the drugs as low- or high-risk for 
patients 65 years of age and older. We expected organizations with significant 
numbers of elderly clients to be monitoring the prevalence of these drugs 
being dispensed to their senior clientele. 


4.53 We limited our analysis to the prevalence of high-risk drug use within 
this age group in the programs of Veterans Affairs Canada and Health 
Canada. In 2002-03, the two departments collectively had 19,700 senior 
clients who were dispensed one or more such drugs. Furthermore, we found 
that 8,945 seniors had been prescribed two or more high-risk drugs 
concurrently. As shown in Exhibit 4.6, 109 seniors were taking two or more 
high-risk drugs concurrently that were prescribed by four or more doctors and 
dispensed by four or more pharmacies. Of these, 44 seniors were taking four 
or more high-risk drugs. 


Exhibit 4.6 Seniors receiving two or more high-risk drugs* 


Number of pharmacies 
_Namberotdectoss | tk A ormore | __intal 
i 4,675 338 17 4 5,034 
2 1,847 735 84 i 2,673 
3 361 252 77 11 701 


4 or more 180 147 101 109 537 


Total 5063 | 4472 279 131 8945 


*Drugs classified as high-risk using the Beers Criteria 


454 To mitigate the potential risk to patients, doctors need to know the 
entire drug use profile of a patient, particularly if it involves multiple high-risk 
drugs. As this is not always possible, multiple high-risk drugs prescribed by 
multiple doctors and dispensed by multiple pharmacies that may not have 
their databases linked have potentially serious implications for elderly 
patients. Neither of the departments’ systems produces alerts for these drugs. 


455  Wealso looked at the number of different drugs that senior clients of 
Veterans Affairs Canada and Health Canada had been prescribed for 
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“The common use of potentially inappropriate 
drugs should serve as a reminder to monitor 
their [patients’] drug use closely. 
Pharmaceutical claims databases can be 
important tools for accomplishing this task... ” 


Archives of Internal Medicine 2004: 
164:1621-1625 


“Patients who receive multiple medications 
concurrently are at increased risk for drug 
interactions and adverse effects.” 


Mitchell Levine, MD, MSc, FRCPC 
Department of Medicine, McMaster University 


concurrent use in 2002—03. The medical literature indicates that the risk of 
serious adverse drug reactions in patients over the age of 65 increases along 
with the number of concurrent medications. Some experts consider that 
when the number of drugs exceeds seven, the risk of serious drug reactions 
approaches 100 percent. Even so, many senior citizens need to take multiple 
drugs simultaneously as the benefit of these medications exceeds their 
potential risk. However, experts suggest that these patients should be assessed 
by doctors regularly for adverse drug interactions and reactions. Thus, access 
to information contained in the claims processing databases becomes vital. 


4.56 In 2002—03, almost 4,000 senior clients of Veterans Affairs Canada and 
Health Canada were prescribed 10 or more drugs simultaneously for 3 to 

12 months (1,975 seniors over 80 years of age were on 10 or more drugs.) We 
selected a representative sample of 332 individuals from this population and 
had their drug use profiles assessed through a computer-based model for 
potentially harmful drug interactions. The assessment identified 

1,278 potential problems of varying levels of severity. According to the 
assessment, 60 percent of these clients had drug use profiles that normally 
should be avoided but may be necessary depending on individual clinical 
circumstances; 28 percent of clients had drug use profiles that needed 
adjustment in order to avoid potential problems. 


457 ‘The results of this assessment were subsequently reviewed by 
independent medical experts. Although many of these drug interactions were 
considered minor in nature or difficult to assess given the lack of clinical 
information, some were considered sufficiently serious to warrant medical 
review. In many provinces, comprehensive drug use information is not always 
available to the doctor or pharmacist. Pharmacy databases are not always 
interconnected and thus the complete drug use profile of an individual 
needing a new prescription may not be available. The federal claims 
processing databases constitute the only comprehensive source of data on 
drug use for many clients, but this information is rarely made available to 
health care decision makers. 


458 Recommendation. As a minimum, Veterans Affairs Canada, Health 
Canada, National Defence, and the RCMP should upgrade their existing 
claims processing systems, as necessary, to ensure that each system 


* monitors pharmacists’ overrides of warning messages for drug use, 


* includes an alert notification when clients access large numbers of 
prescription drugs, and 


* includes an alert notification for potential misuse of narcotics and 
benzodiazepines. 


Organizations’ response. Health Canada, Veterans Affairs, National 
Defence, and the RCMP agree with this recommendation. Work is underway 
to implement these changes, where required. Implementation may be limited 
by third-party point-of-sale software as well as security and privacy issues. In 
the longer term, the accelerated development of electronic health records 
and electronic prescribing practices, as per the National Pharmaceutical 
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Controlling costs and 
managing the programs 


Formulary—A specified list of drugs authorized 
for use within each drug program and, in some 
_ cases, specifying the drug benefit status. 


Benefit status—tThe designation assigned to 
prescription drugs: that is, full benefit, limited 
benefit, or no benefit. Full-benefit drugs are 
automatically approved when prescribed, 
limited-benefit drugs are approved only under 
certain criteria, and no-benefit drugs are 
generally not approved. 
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Strategy commitments of First Ministers, will provide additional tools to 
address the specific concerns of the Auditor General. 


4.59 Recommendation. Veterans Affairs Canada, Health Canada, National 
Defence, and the RCMP should begin to systematically analyze their claims 
processing databases for high-risk patterns of drug use, including those of 
narcotics and benzodiazepines. This is particularly important for high-risk 
groups such as senior citizens. These organizations should seek to use these 
analyses for 


* communicating drug use information, as appropriate, to health care 
providers; and 


- providing client-specific, retrospective information on drug use to 
pharmacists and doctors to assist them in achieving the best possible 
health care outcomes, while ensuring that client privacy is appropriately 
respected. 


Organizations’ response. Agreed. Most federal organizations have been 
involved in drug utilization evaluation to various degrees prior to this report 
and have successfully used it to identify areas of concern. The organizations 
will conduct more systematic analyses and co-ordinate efforts to identify 
high-risk patterns of drug use and communicate this information to health 
care professionals as appropriate. Privacy and security are significant issues 
that will need to be addressed. When implemented, electronic health records 
and electronic prescribing practices, as per the National Pharmaceutical 
Strategy commitments of First Ministers, will provide further tools to identify 
high-risk patterns of drug use and communicate information to health care 
professionals. 


460 The cost of providing drug benefits is influenced by a number of 
factors—some clearly not within the organizations’ control, such as growth in 
the size of eligible populations; aging clientele; and the introduction of new, 
more costly drugs into the marketplace. However, organizations can influence 
some factors that have a significant impact on costs, and these factors must be 
managed. We looked at how organizations were managing several critical 
factors, including the following: 


¢ Drug products that federal organizations choose to cover. Determining 
which drug products are put on a formulary and their benefit status are 
key determinants of program costs. Each formulary constitutes the basis 
for all drug payments made by an organization. 


* The use of strategies for containing costs. Some drugs that provide the 
same therapeutic benefit vary significantly in price. A number of options 
to contain prices are available to federal programs to minimize costs 
without jeopardizing the quality of care provided to clients. 


- Appropriate controls for contractor systems. Five of the six federal 
organizations deliver their programs through claims processing systems 
run by contractors. Ensuring that contractors have adequate controls in 
place to verify the eligibility of clients and that only appropriate, approved 
benefits are paid is important to avoid unapproved costs to the program. 
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« Appropriate controls for pharmacy payments. Pharmacies are the 
recipients of much of the federal spending on these programs. Ensuring 
that pharmacists follow appropriate practices for billing federal programs is 
key to managing costs. 


Drug benefit approvals differ by program 


461 Each federal organization manages its own drug benefit formulary. For 
Veterans Affairs Canada, Health Canada, National Defence, and the RCMP 
this includes both prescription and over-the-counter drugs. Citizenship and 
Immigration Canada has its own formulary and does not include many 
over-the-counter products. Correctional Service Canada operates five 
separate formularies, one for each of its operational regions. 


462 Federal committee for assessing new drugs has limited influence. 
One of the key challenges for all of these organizations is determining which 
drugs to include on their formularies; each organization has autonomy in this 
complex process. In 1999, the federal government established the Federal 
Pharmaceutical and Therapeutics (P&T) Committee to provide all 
organizations with evidence-based advice on new drugs being considered for 
inclusion on federal drug formularies. The intent was to avoid duplication of 
effort and assure a consistent and equitable approach to providing drug 
benefits. Since its inception, this committee has assessed over 200 drugs 
newly introduced to the Canadian market. It has advised federal drug benefit 
programs on the relative therapeutic merits of new drugs and recommended 
the benefit status based on clinical evidence. In March 2002, the Common 
Drug Review Directorate of the Canadian Coordinating Office of Health 
Technology Assessment was established, and in September 2003 it became 
responsible for assessing new chemical entities and new combination drug 
products. 


4.63 We expected that organizations’ decisions on the benefit status of new 
drugs would closely mirror the recommendations of the P&T Committee. 
The benefit status determines which drugs are included on organizations’ 
formularies and how easily they are obtained. Therefore, we expected that 
organizations would have similar formularies, at least for those drugs 
approved since 1999, 


4.64 ‘To assess how organizations followed the advice of the P&T 
Committee, we examined the over 200 drugs it had reviewed. Health 
Canada, National Defence, and Veterans Affairs Canada were active 
members of the P&T Committee, and thus we expected consistency between 
these programs. We found that Health Canada and National Defence had 
accepted the majority of the committee’s recommendations and had not 
augmented their formularies with drugs not considered by the committee. 
Veterans Affairs Canada, however, listed 41 percent of the drugs reviewed by 
the committee in a less restrictive fashion than recommended (Exhibit 4.7). 
From 1999 to 2003, the Department also added at least 18 new drugs to its 
formulary that the Committee had not reviewed. 
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Exhibit 4.7 Consistency with recommendations made by the Federal Pharmaceutical and 
Therapeutics Committee 
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4.65 Although Correctional Service Canada, Citizenship and Immigration 
Canada, and the RCMP were founding members of the committee, they were 
not active participants in the committee’s assessment process. Citizenship 
and Immigration Canada’s formulary includes just over half of the drugs 
recommended by the P&T Committee as full-benefit drugs since 1999; the 
remainder of the drugs are made available by exception only. 


466 Provision of drug benefits is inconsistent. We found that Health 
Canada relied on the evidence-based advice of the P&T Committee and 
therefore did not have its own formulary review committee. In contrast, 
Veterans Affairs Canada, National Defence, and Correctional Service 
Canada had their own formulary review committees, each comprised of 
program managers and advisors with varying levels of medical expertise. 
These committees routinely assessed the advice of the P&T Committee 
against broader departmental considerations; in many cases, their conclusions 
varied among each other and with the recommendations of the P&T 
Committee, without clear explanations. For example, Veterans Affairs 
Canada put a specific drug on its formulary as a full-benefit drug that the 
P&T Committee had recommended not to include. Health Canada included 
the same drug as a limited-benefit drug. National Defence followed the 
committee’s advice and decided not to put it on its formulary. Citizenship and 
Immigration Canada also did not include the drug on its formulary, although 
it neither participated in the P&T Committee nor had its own formulary 
review committee. 


467 It is not clear why the designation of drugs differs from one program to 
another. Although the prevalence of certain diseases varies among client 
populations, the therapeutic requirements should be the same. 
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Strategies for containing costs are underused 


468 The federal government spent $438 million on drug products in 
2002-03. We expected organizations to use various means of minimizing the 
prices they pay for drugs, including well-established cost management 
strategies such as large-volume purchasing, maximum allowable cost pricing, 
lowest-cost alternative, and reference-based pricing (Exhibit 4.8). The 
strategies are not mutually exclusive; many provinces use various 
combinations of these strategies. To assess organizations’ efforts to contain 
costs, we conducted a number of tests and analyses using data from their drug 
claims databases where available. We also reviewed relevant literature, 
consulted experts, and reviewed some cost containment practices of other 
large drug benefit programs in Canada and abroad. 


Exhibit 4.8 Some cost management strategies 


There are a number of common strategies that organizations could use to control costs. 
These include the following: 


¢ Large-volume purchasing—A common procurement strategy whereby unit costs 
drop as purchase volume increases. 


¢ Maximum allowable cost pricing—A cost-saving strategy whereby the maximum 
allowable unit price is negotiated. 


¢ Lowest-cost alternative—The least expensive of several drugs that are all 
chemically identical. Pharmacists are to follow provincial and territorial pharmacy 
legislation and policies to identify interchangeable products and to select the 
lowest-priced brand. 


¢ Reference-based pricing—tThe process whereby, in a class of drugs of similar 
therapeutic efficacy, normally only the cost of the least expensive drug is 
reimbursed. If more expensive drugs in the class are used and not approved through 
a medical exceptions process, the reimbursement limit is the cost of the least 
expensive drug, with the patient paying the difference. 


469 Most federal organizations do not consistently use large-volume 
purchasing. Large-scale purchasers commonly seek price reductions for 
large-volume purchases. We found that National Defence took advantage of 
negotiated drug prices for most of its purchases. Ninety percent of its drugs 
are dispensed on its bases. For on-base operations, the Department obtained 
the 500 drugs it most commonly used (and many others) at negotiated, 
volume-adjusted prices, and had them delivered through a wholesale 
distributor on a “just-in-time” basis. This amounted to significant discounts 
over normal wholesale prices. Correctional Service Canada also kept unit 
prices low by tendering, acquiring drugs through standing offers, and having 
its institutions classified as hospitals and pharmacies in some provinces. 


470 The amounts paid for the same drug products vary among federal and 
provincial jurisdictions in Canada and even among the different federal 
programs. Citizenship and Immigration Canada often reimburses pharmacies 
at rates that reflect those of the respective provincial governments, often 
paying different drug prices for each province. If all federal drug benefit 
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programs consistently paid only the lowest amounts paid for drugs by federal 
and provincial programs, we believe substantial savings would be realized. 


471 — For illustration purposes, we compared the amounts paid by Veterans 
Affairs Canada, Health Canada, and the RCMP for the top 20 drugs used in 
Canada with the unit prices paid by the British Columbia and Quebec 
governments (Exhibit 4.9). In 2002-03 the three federal programs spent 
$49.7 million on these drugs (excluding dispensing fees, mark-ups, provincial 
co-payments, and other costs). Had their programs paid only the unit prices 
of the B.C. or Quebec governments, where advantageous, these programs 
would have saved $4 million. Had these calculations included B.C.’s 
reference-based prices, as discussed in paragraphs 4.75 to 4.79, the potential 
savings would have exceeded $15 million. These potential savings are 
illustrative only, as these prices have not been negotiated at a national level. 
However, they point to savings that may be possible through a centralized 
process of negotiating national drug prices. Such a strategy is consistent with 
recommendation 37 of the Commission on the Future of Health Care in Canada 
(R. J. Romanow, Final Report, 2002) for establishing a national drug agency 
that “would be responsible for leading negotiations with pharmaceutical 
companies and handling bulk purchase agreements in an effort to ensure that 
the price of prescription drugs can be contained.” 


Exhibit 4.9 Top 20 drugs used in Canada—Comparison of actual federal cost versus potential cost 
using provincial prices 
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472 In its Final Report on the State of the Health Care System in Canada 
(October 2002), the Standing Senate Committee on Social Affairs, Science 
and Technology also appreciated “the substantial buying power of a single 
national buying agency which would strengthen the ability of public 
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prescription drug insurance plans to negotiate the lowest possible purchase 
prices from drug companies.” We also believe a process of centralized 
negotiation would offer significant opportunities for cost savings, well beyond 
what individual programs could achieve. 


413 Lowest-cost alternative strategy underused. A lowest-cost alternative 
strategy would systematically remove drugs from a benefit list or restrict their 
use, as less expensive and equally effective alternatives become available. In 
this regard, some provinces and territories have already taken steps to 
implement policies requiring substitution of drugs with a lowest-cost 
alternative. These policies encourage pharmacists to substitute a 
therapeutically equivalent generic drug for a higher-cost brand name drug 
unless the latter is medically justified. If a client insists on the higher-cost 
drug and it is not justified, the claim is reduced to the lowest-cost alternative 
and the client must pay the difference. 


414 The introduction to Health Canada’s drug benefit list states that the 
program will reimburse only the best price for drug products in a group of 
interchangeable products. Pharmacists are to follow provincial and territorial 
pharmacy legislation and policies to identify interchangeable products and to 
select the lowest-priced brand. We therefore expected Health Canada and 
possibly other federal organizations to be reimbursing only the lowest-cost 
interchangeable drug products. We found that National Defence restricts the 
options available for many therapeutically equivalent drug products, both to 
contain costs and to limit the number of drugs it must deploy to operational 
settings. Citizenship and Immigration Canada also uses this lowest-cost 
alternative approach, replacing brand name drugs with generic equivalents as 
they become available. As such, its drug benefit list is well under half the size 


of the lists of Veterans Affairs Canada and the RCMP 


475 Reference-based pricing not fully used. British Columbia selectively 
uses reference-based pricing as another strategy to control costs. Drugs in the 
same class are not chemically identical but they are equivalent, as 
recommended by an expert advisory committee. If more expensive drugs in a 
class are used and not approved through a medical exceptions process, the 
reimbursement limit is the cost of the least expensive drug, with the patient 
paying the difference. Large drug benefit programs can use referenced-based 
pricing as a means of minimizing drug costs without compromising the quality 
of care. 


4716 Test case: Drugs used to treat disorders such as stomach ulcers. We 
explored the merit of reference-based pricing by examining organizations’ 
purchases of proton pump inhibitors (PPI), a class of drugs used to treat 
certain disorders such as stomach ulcers. National Defence and the Province 
of British Columbia consider that although individual proton pump inhibitors 
are different chemical entities, their therapeutic effects are sufficiently similar 
to make them fully equivalent. In accordance with recommendations by both 
organizations’ expert advisor committees on the drugs’ therapeutic 
equivalence, cost determined which of the interchangeable drug products 
were listed on their respective drug formularies. 
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417 The cost of some proton pump inhibitors is over $2.00 per dose. In 
March 2001, National Defence amended its coverage for proton pump 
inhibitors to include only one for first-line coverage, which it obtained for 
$0.45 per dose. In June 2003, British Columbia amended its Pharmacare 
coverage for proton pump inhibitors so that first-line coverage would be paid 
only for the least expensive PPI product, which it obtained for $0.6955 per 
dose. In October 2003, Health Canada also began to take a similar approach, 
requiring the lowest-cost product to be used unless a more expensive drug was 
medically justified. At the end of our audit, Health Canada had not yet 
conducted an analysis to determine the extent of savings. 


4.78 Federal drug programs collectively paid over $17 million for PPIs in 
2002-03. To estimate the potential savings that organizations could have 
realized, we applied both British Columbia’s and National Defence’s price for 
the lowest-cost alternative PPI to each federal program’s actual purchases for 
2002-03. We found that Veterans Affairs Canada, the RCMP and Health 
Canada could have collectively saved between $11 million (British Columbia 
pricing) and $13 million (National Defence pricing) in PPI costs in one year 
by requiring that their formularies cover only the lowest-cost PPI, unless 
medically justified (Exhibit 4.10). While these estimates are illustrative only, 
we believe that reference-based pricing could have offered significant savings 
without compromising patient care; higher-priced alternatives would have 
been made available if medically justified. 


479 Although the quality of care is important, meeting the therapeutic 
needs of clients and achieving a cost-effective program need not be mutually 
exclusive. The examples of large-volume purchasing and reference -based 
pricing illustrate the potential for significant savings without compromising 
health care. We believe these do not represent the full extent of the potential 
for such savings. Similar opportunities have also been identified that relate to 
the growing use of new drugs for important treatment areas, such as for 
arthritis; there may be many more. 


Most organizations have appropriate controls for claims processing systems 


480 Five of the six federal programs we examined have centralized claims 
processing databases on drug use that are operated by claims administrators. 
This arrangement facilitates the processing of millions of drug claims from 
about 7,400 pharmacies each year. During 2003—04, claims administrators 
were paid $43.3 million for administrative services, including $13.2 million in 
transaction fees for drug claims. With hundreds of millions of dollars paid out 
for millions of transactions each year, we expected that organizations would 
have a control framework to ensure that contractors administer claims 
efficiently and effectively. 


481 Controls for claims verification are sufficient. We examined control 
frameworks in each of the five organizations that use contractors as claim 
administrators. We expected these organizations to be able to ensure that 
their contractors have controls in place to verify eligibility, that drugs are 
matched with the drug benefit list for appropriateness and cost, and that 
procedures are followed for drugs requiring prior approval and special 
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Exhibit 4.10 Cost containment strategies—Proton pump inhibitors (PPI)*, 2002-03 ($ thousands) 


Health Canada 


Organization 


Actual cost 
of PPI 


Cost using 


Cost using National British Columbia's 
Defence price Pharmacare price Range of 
($0.45) ($0.6955) possible savings 


7,480 to 8,653 


6,233 Zo NESS) 3,089 to 4,098 


316 to 370 
$10,885 to $13,121 


470 
$17,505 


*Price comparisons for different drugs within the same class 


authorization. We also expected these organizations to flag duplicate claims 
and ineligible drugs, and to verify the validity, completeness, and accuracy of 
claims submitted. 


482 We reviewed samples of system reports designed to alert the 
organizations to ineligible recipients, mismatched benefits, and unapproved 
costs. We expected the organizations to carry out a regular review of these 
reports, of suspended and rejected claims, and of any anomalies. 


483 We found that the five organizations have adequate controls in place 
for pre-payment verification—a process that confirms the eligibility of the 
client and the validity of the drug benefit before payment is approved. The 
organizations are able to ensure that procedures for prior approval and special 
authorization are followed. We also found that all of the organizations using 
contractors to process claims review post-payment transaction data to check 
accuracy and identify anomalies. We did not audit individual transactions or 
the claims payment systems owned and operated by the contractors. 


484 Veterans Affairs Canada delegates key program components. In our 
examination of program delivery, we found that Veterans Affairs Canada had 
delegated a number of important functions to its claims administrator, 
including the following: 


* participating and providing secretariat services for the Department's 
Formulary Review Committee and providing key technical advice and 
recommendations on proposed benefit status and on additions and 
deletions of drugs on the benefit list; 


* playing a leading role in a departmental committee that met in 2002-03 
to identify cost-saving proposals for the drug purchases; 


* dealing, on behalf of the Department, with pharmacies and pharmacy 
associations in Atlantic Canada for dispensing fees and other matters; 


* developing the plans for pharmacy audits (for departmental approval); 
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* serving as the primary departmental contact for industry when 
companies seek information on the Department's drug benefits program; 
and 


* leading much of the Department's analysis of drug use. The contractor is 
also specifically referenced in Veteran Affairs Canada’s Drug Utilization 
Review policy manual. 


4.85 We are concerned about the extent to which the contractor is involved 
in so many important aspects of Veterans Affairs Canada’s program activities. 
We saw no evidence that the contractor makes management decisions on 
behalf of the Department. Nonetheless, this delegation of program 
responsibilities creates significant dependence by Veterans Affairs Canada on 
its contractor for making informed decisions about key elements of its drug 
benefit program. This includes, for example, analyzing whether appropriate 
health care is being received by its members. We are also concerned that key 
technical capabilities and analytical competencies have been delegated away 
from the Department, which may compromise its ability to make important 
decisions independent of the contractor. The RCMP also relies on Veterans 
Affairs Canada’s claims processor for drug use reports and industry 
representation. In contrast, National Defence has retained these functions 
within its organization. Health Canada and Citizenship and Immigration 
Canada have separate claims processors and do not rely on them to make 
decisions on program management. 


Improved controls for pharmacy payments are needed 


486 For most of the programs we audited, pharmacies are key partners in 
the delivery of prescription drug benefits to government clients. Most of 
Canada’s pharmacies process drug claims for federal programs. Given the 
sheer volume of transactions and funds involved, we expected organizations 
to have processes in place to monitor and minimize pharmacy costs. 


487 ‘To assess the impact of pharmacy costs on organizations’ overall drug 
costs and to assess opportunities for savings, we examined the fees paid to 
pharmacists by Health Canada’s and Veterans Affairs Canada’s programs. We 
found that in most cases each department has its own dispensing fee and 
mark-up schedules. Furthermore, we found that dispensing fees paid by 
federal programs are often higher than those paid by provincial drug benefit 
programs. 


488 The Health Care Coordinating Initiative (HCCI), now the Federal 
Health Care Partnership, was established in 1994 to “co-ordinate federal 
government purchasing of health care services and products for their eligible 
clients at the lowest possible cost through co-ordination of effort among 
departments and agencies.” In 1997 the HCCI negotiated a single dispensing 
fee schedule with the Saskatchewan Pharmacy Association on behalf of 
Health Canada, Veterans Affairs Canada, and the RCMP. This agreement was 
renewed in July 2000 for three years. The HCCI estimated the savings for 
these three programs at about $2 million per year and has forecast that these 
savings will continue through 2006-07. 
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489 In 2002-03, the federal drug benefit programs paid close to 

$100 million in dispensing fees and mark-ups to pharmacies, more than 

20 percent of federal expenditures on drug benefits. Given the significant 
savings negotiated with pharmacists in Saskatchewan, we expected that 
similar negotiations would have occurred with other provincial pharmacy 
associations. This has not been the case. Participation in the Federal Health 
Care Partnership by federal organizations is voluntary, and the Partnership 
represents the federal government only when organizations choose to 
participate. 


490 Lack of management control in payment of dispensing fees. We 
analyzed dispensing fee data for evidence of a practice referred to as 
prescription splitting. Generally, the length of time covered by a prescription 
is determined by the doctor. Medications for many chronic illnesses are 
normally prescribed for periods of one to three months. As such, we expected 
organizations to review and challenge pharmacists’ dispensing fee charges for 
drugs associated with chronic illnesses and dispensed for shorter periods. 


491 We analyzed the claims processing databases of Health Canada and 
Veterans Affairs Canada to identify clients who had received the same drug 
continuously for at least three months; this would normally reflect the use of 
the drug for an ongoing medical condition. For this group of clients, we found 
that many individuals on long-term medications were routinely being issued 
weekly and even daily prescriptions. Many clients were being dispensed six or 
seven different drugs daily, with full dispensing fees being charged to the 
program each day, for each drug. In one case, a client was dispensed 12 drugs 
on an almost daily basis. Professional fees were submitted each day for each 


drug, totalling $21,000 in 2002-03 for that client alone. 


4.92 We recognize that short-term supervision may be necessary in some 
cases. Drugs such as methadone or those for dementia, other cognitive 
difficulties, or for clients in a nursing home may be exceptions; however, the 
requirement for full dispensing fees for each client for each prescription 
results in increased costs. We estimated that the programs of Veterans Affairs 
Canada and Health Canada paid dispensing fees for about 

one million transactions beyond services provided once a month for the same 
long-term drug; a third of these fees were for services provided more than 
once a week (average of close to five prescriptions per month for the same 
drug to the same client). With dispensing fees ranging from $6.54 to $9.53, 
we believe that federal organizations need to closely monitor pharmacists’ 
practices for charging dispensing fees. 


4.93 Processing non-prescription products is expensive. Some federal 
drug benefit programs pay for non-prescription products, such as 
acetaminophen, ASA, certain shampoos, and cold medicines. Typically, to 
receive federal payment for these products, the client has to visit a doctor, 
obtain a prescription, and then have a pharmacist provide the product and 
record the delivery of the benefit. In our 1996 audit of Veterans Affairs 
Canada’s Health Care Program, we recommended that the Department 
explore less costly means of providing over-the-counter (OTC) medication to 
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its clients. The Department has done this but has not implemented a process 
to achieve significant cost savings. 


4.94 In 2002-03, the drug benefit programs of Health Canada, Veterans 
Affairs Canada, the RCMP and National Defence paid over $48 million in 
claims for over-the-counter drugs (Exhibit 4.11). About 40 percent of this 
cost was for dispensing fees or mark-ups. Provinces pay for consultations with 
doctors and any associated medical assessments while the federal government 
covers the cost of the product and the pharmacy dispensing fee. As currently 
structured, the process can be very costly to both the provincial and federal 
health care systems. For example, providing a client with a common OTC 
medication, such as a $7 bottle of vitamin C, could cost the federal and 
provincial governments more than $20, 


Exhibit 4.11 Over-the-counter drug expenditures, 2002-03 ($ thousands) 
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495 Some organizations have made efforts to reduce costs. For those 
Canadian Forces members unable to access a base pharmacy for 
over-the-counter drug products, National Defence provides them with a 
special card that lists the OTC drugs the program will cover. A prescription is 
not required. Instead, qualified pharmacists document the OTC drug 
transaction and are reimbursed for the cost of the drug plus any necessary 
consultation costs. For National Defence, this consultation cost is similar to a 
dispensing fee but the doctor’s fee is avoided. In some provinces and 
territories, Health Canada has established dispensing fees for over-the- 
counter drugs that are lower than the fees charged for dispensing prescription 
drugs. Citizenship and Immigration Canada and Correctional Service Canada 
do not provide appreciable over-the-counter benefits to their clients. 


4.96 Better strategies are needed for pharmacy audits. The timely, 
strategic, and effective audit of pharmacies is an important tool, both to 
recover funds and to deter potential abuse. We expected that organizations 
would have a systematic and comprehensive audit strategy based on an 
assessment of risk aimed at identifying irregularities, errors, and fraudulent 
claims that are the most frequent and have the largest dollar-value billing. 


497 Four of the organizations we examined (Health Canada, Veterans 
Affairs Canada, National Defence, and the RCMP) audit pharmacies through 
their service providers. Citizenship and Immigration Canada and 
Correctional Service Canada do not conduct pharmacy audits. 
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498 Health Canada has a robust audit program. It identifies pharmacies for 
audit through pharmacy profiling. This is a procedure that systematically 
reviews the claims history of each pharmacy through a series of weighted 
tests, based on risk and designed to assess inappropriate billing patterns. 
Every pharmacy is assessed in each reporting period and assigned a rank based 
on a composite test score reflecting a sophisticated risk-profiling process. The 
Profiling Review Committee at Health Canada makes the final selection of 
pharmacies for audit based on the composite test scores and all of the various 
assessments and reviews. The Department’s contractor carries out the audits 
on its behalf. 


499 In our 2000 follow-up chapter, First Nations Health, we recommended 
that Health Canada enforce the contract requirements for the audit of 
pharmacies. In our most recent audit, we found that the Department had 
substantially increased the number of audits of pharmacies. While it 
completed only 84 pharmacy audits during the three years ending 

March 2001, it completed 265 pharmacy audits during the subsequent three 
years ending March 2004. 


4.100 We also found that the risk-profiling process appears to target 
appropriate pharmacies for audit. Of pharmacies that dispensed more than 
15 prescriptions per client for the same drug in 2002-03, the top 10 
pharmacies billed over $1.1 million for services to these clients. Each of these 
pharmacies has been subject to at least one on-site audit since April 2002. 


4101 Veterans Affairs Canada, National Defence, and the RCMP rely on the 
contractor to recommend pharmacies for audit based on their own profiling 
exercise and an analysis of trends of the previous reporting period. 
Management of Veterans Affairs Canada reviews recommendations of 
pharmacies to audit and can adjust the proposed audit plan. Health Canada’s 
rigorous techniques for selecting pharmacies to audit are not replicated in any 
of these other organizations’ programs. Furthermore, since all federal 
organizations use the same retail pharmacies across Canada for at least some 
of their clients, opportunities for joint audits and sharing of audit results are 
being missed. 


4.1022 Amounts owing the Crown are not always collected. Pharmacy 
audits do not always lead to recovery of overpayments identified. From 

April 1998 to March 2004, the claims administrator for Health Canada 
completed 349 pharmacy audits. These audits led to recovery of $1.7 million, 
but an additional $2.1 million has yet to be recovered. From 1999 to 2003, 
the claims administrator for Veterans Affairs Canada conducted 

439 pharmacy audits. These audits led to recovery of $1.1 million, but an 
additional $700,000 is pending recovery. 


4.103 National Defence administers most of its drug claims through base 
pharmacies and relies on Veterans Affairs Canada’s claims administrator to 
identify and conduct audits of off-base pharmacies. The RCMP relies on the 
claims administrator to identify and conduct audits as it sees fit. 
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4.104 Once audits have been completed and amounts to be recovered have 
been determined, pharmacies may not have sufficient incentive to repay the 
amounts owing. The consequence of improper billing by a pharmacy is that 
the pharmacy must pay back the amount agreed as overcharged, with 
repayment terms arranged. While a pharmacy can be suspended from being a 
provider, Health Canada and Veterans Affairs Canada expressed concern that 
doing so may compromise the delivery of services to clients, particularly those 
in rural areas. These departments have not recorded the outstanding 
amounts owed by pharmacies in the Public Accounts as required by the 
Treasury Board Policy on Receivables Management. 


4.105 Overall, federal organizations are currently not very effective in 
controlling costs. Despite the existence of advisory and co-ordinating 
mechanisms such as the Federal Pharmaceutical and Therapeutics 
Committee and the Federal Health Care Partnership, decisions on the 
provision of drug benefits are made with little attempt to reconcile differences 
between organizations. While we noted some efforts to contain costs, federal 
organizations were not systematically pursuing well-established strategies 
being used elsewhere. 


4.106 Recommendation. The federal government should establish an 
arrangement, characterized by a centrally-managed process, which will permit 
it to 


* develop and manage a core formulary common to all federal drug benefit 
programs, 


* develop a common evidence-based process to ensure that all 
departmental exceptions to the core formulary will be made with 
appropriate transparency and accountability, 


* obtain the best value for each drug product listed on the core formulary, 
* establish a single federal schedule for dispensing fees, 
* explore less costly means of processing over-the-counter benefits, and 


* develop a common risk-profiling and auditing process for all pharmacy 
audits. 


Government’s response. Federal organizations agree to work together to 
explore cost-effective drug use and system efficiency as per this 
recommendation. In the longer term, as part of federal involvement in the 
development and implementation of the National Pharmaceutical Strategy, 
the federal government will ensure that the specific needs of federal client 
populations are reflected. 


4.107 Recommendation. Health Canada and Veterans Affairs Canada 
should identify the amounts owing to the Crown resulting from pharmacy 
audits in the Public Accounts. In accordance with Treasury Board policy, 
Health Canada and Veterans Affairs Canada should institute procedures to 
expeditiously recover these amounts owing (including interest). 
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Effective practices of federal 


organizations 
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Departments’ response. Agreed. Health Canada and Veterans Affairs 
Canada will identify amounts owing as a result of pharmacy audits, in the 


Public Accounts effective 2005-06. 


4108 The federal organizations we audited are managing parts of their 
programs very well. Because of the similarities in the programs, many of the 
better practices in one program could be applied to the others. A few of the 
most notable practices include the following: 


* The Federal Pharmaceutical and Therapeutics Committee and the 
Federal Health Care Partnership seek to enhance the management of 
the provision of drug benefits for all federal organizations. 


* Health Canada and National Defence adhere closely to the Federal 
Pharmaceutical and Therapeutics Committee. 


* The National Defence Formulary Review Committee, comprised of 
medical specialists and postgraduate clinical pharmacists, has enhanced 
the Department’s formulary to meet operational needs. These same 
experts are routinely used to address requests for limited-use benefit 
drugs, thereby ensuring sound, evidence-based decisions. 


¢ National Defence, Correctional Service Canada, and Citizenship and 
Immigration Canada purchase drugs using competitive, low-cost 
acquisition practices. Citizenship and Immigration Canada eliminates 
brand name products from its formulary as generic equivalents become 
available. 


¢ Veterans Affairs Canada, Health Canada, the RCMP and National 
Defence use claims processing systems with the capability of performing 
multiple checks and efficient processing of tens of thousands of 
transactions at a time. While our audit points to the need to enhance 
the point-of-service support provided to pharmacies, the basic capacity 
is already in place. 


¢ Veterans Affairs Canada, National Defence, and the RCMP have 


teamed up to use a common claims processing administrator. 


* Health Canada has established a reduced dispensing fee for 
over-the-counter drug products for some provinces and territories, 
which could lead to significant savings if applied nationally to all 
programs that supply these products. 


* Health Canada uses comprehensive risk-profiling techniques to identify 
pharmacies for audits. 


* Veterans Affairs Canada conducts patient-based drug utilization review, 
targeting high-risk clients; though not comprehensive, the system is 
oriented to health and safety. 


4.109 If all federal drug benefit programs used some of the practices listed 

above, and other favourable practices identified elsewhere in this chapter, we 
believe that the benefit from such opportunities would be significant, without 
negatively affecting health outcomes or compromising operational activities. 
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Timely and effective analysis of drug use trends could also lead to positive 
health outcomes for clients. 


Conclusion - 


4.110 In this audit we examined how the federal government ensures that its 
clients receive appropriate drug benefits and how the federal government 
manages its costs. 


4.111 Although all federal drug benefit programs have a mandate, most 
organizations have not established clear objectives and performance measures 
for their drug benefit activities. As a result, they lack the necessary 
information for reporting to Parliament on the performance of their drug 
benefit programs. 


4.112 Organizations do not use the substantial information on drug use in 
their databases to analyze and encourage appropriate practices. Our audit 
found several important patterns of drug use that organizations had not 
identified. It also found that Health Canada had not conducted drug use 
analysis it had committed to do in previous audits and to the Public Accounts 
Committee. 


4.113 Federal organizations are not taking sufficient measures to contain 
costs. Organizations’ management of their drug formularies is inconsistent 
and they are not doing enough to minimize the costs of drugs they provide. 
We believe that numerous opportunities for significant savings could be more 
fully realized if actively pursued. 


4.114 Organizations have made notable progress on some recommendations 
from our past audits. We believe that increased sharing of best practices 
among the organizations would help to correct deficiencies that still exist in 
their drug benefit programs and result in substantial cost savings. 


4.115 We also believe that prompt attention to the many issues raised in this 
audit is in the interest of taxpayers and, most important, in the interest of the 
approximate one million clients who depend on these programs. 


Overall government response. The organizations agree with all of the 
recommendations. The recommendations support and build on the 
commitments of the First Ministers to develop and implement a National 
Pharmaceutical Strategy to address concerns faced by all jurisdictions. 

The Strategy provides the foundation for new approaches to promote 
cost-effective drug use and system efficiency, to the advantage of clients and 
taxpayers. The organizations are committed to ongoing collaboration in the 
development and implementation of the Strategy. Decisions on the specifics 
and timing of the responses are underway and will be communicated to the 
Office of the Auditor General within a few months. 
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About the Audit 


Objectives 


The Canadian Council of Legislative Auditors (CCOLA) developed the first six objectives and corresponding 
criteria for this audit as a means of standardizing the approach taken by the federal government and provinces in 
planned concurrent audits of respective drug benefit programs. In addition to addressing these objectives, we 
followed up on previous audits in this area and assessed best practices. 


The objectives of our audit included the following: 


* to assess whether the organization has adequate procedures in place to measure the performance of the 
drug/pharmacare program; 

* to assess whether the organization monitors the quality and relevance of drug use and encourages appropriate 
and economical practices; 


* to assess whether the organization has adequate procedures in place to ensure that resources are managed with 
due regard for cost-effectiveness; 


* to assess whether the organization has adequate procedures in place to ensure the eligibility of the insured 
persons and appropriate collection of premiums and other fees; 


* to assess whether the organization has adequate procedures in place to ensure compliance with legislation and 
whether its policies and procedures for approving, processing, and paying claims are adequate and are being 
followed; 


* to assess whether there is adequate reporting on the drug/pharmacare program’s performance and whether 
reports to Parliament/legislature are presented in the prescribed timeframe; 
* to assess whether organizations have taken satisfactory action on deficiencies identified in previous audits; and 


* to assess the extent to which federal drug benefit programs have incorporated best practices from other federal 
programs, from provincial government programs, and from private sector and international programs. 


Scope and approach 


The focus of this audit was all federally sponsored drug benefit programs. We examined programs in Citizenship and 
Immigration Canada, Correctional Service Canada, Health Canada, National Defence, the Royal Canadian 
Mounted Police, and Veterans Affairs Canada. 


We examined the mandates of the organizations and the various programs’ eligibility rules. We also examined the 
management controls for claim payments in each program. This included a review of the contracts between the 
organizations and the claims processors. We analyzed the organizations’ formularies as well as the mandate and 
proceedings of the Federal Pharmaceutical and Therapeutics Committee. We also analyzed the organizations’ drug 
use and transaction databases. Where relevant, we relied on audits conducted by other organizations. We did not 
audit individual drug benefit transactions. 


We examined the action taken by Health Canada in response to our 2000 recommendations as well as the action 
taken by Veterans Affairs Canada in response to our 1996 recommendations on non-insured health benefits. We 
interviewed departmental staff involved in the non-insured health benefits programs. We reviewed documentation, 
including legislation, regulations, program documents, and studies, and we reviewed all information collected for 
best practices. To conduct our data analysis, we obtained anonymized data of all organizations’ programs, where 


available, from 2002—03 and available data for 2003-04. 


To complete our analyses of seniors receiving 10 or more drugs simultaneously (paragraph 4.56), we selected simple 
samples from four separate populations. The sample sizes were sufficiently large to render confidence intervals of plus 
or minus 10 percent, at a 95 percent or higher level of confidence for each population. Predictions of the combined 
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populations were calculated using weighted averages. The confidence intervals of these predictions were no larger 
than plus or minus 5 percent, at a 95 percent level of confidence. 


To complete our analysis of federal and provincial price comparisons (paragraph 4.71), we rounded volume 
purchases and excluded all outliers. We conducted statistical tests of price variation of drugs over a calendar year 
and of potential variation in prices caused by possible differences in the costs of drugs between provinces. We found 
the price differences to be minimal. 


Criteria 


Like the audit objectives, criteria for this audit were developed by the Canadian Council of Legislative Auditors 
(CCOLA). Common objectives and criteria were used as a means of standardizing the concurrent audits of 
respective drug programs of the federal, provincial, and territorial governments. The pertinent criteria reported 
against in this audit are as follows: 


- The objectives of the program should encompass the entire program mission. They should be well defined, 
measurable, and periodically reviewed. 


* Adequate performance information should be available to measure whether the program’s mission statement 
and objectives are being achieved. 


- An adequate responsibility framework should be put in place with the third-party service provider in order to 
evaluate the effectiveness of its services (expectations, appraisal, and ways to account). 


- Adequate procedures should be in place to ensure compliance with legislation and policies and to take 
corrective action when necessary. 


* Drugs to be listed should be properly assessed to ensure that they are cost-effective. 


Drugs listed should be regularly evaluated to determine whether they should be retained, deleted, or restricted 
in their use, and corrective action should be taken when necessary. 


* Policies and processes should be in place to ensure that listed drugs and pharmacy services are acquired at the 
lowest possible cost (including use of competitive processes, generic drugs, and volume discounts). 


+ Prices of drugs should be followed up and analyzed and, if necessary, audited. 


* Prescribing practices should be monitored to assess and, to the extent practical, determine whether they are 
appropriate and economical. 


+ Procedures should be in place to encourage improved prescribing practices for doctors. 


* Procedures should be in place to monitor and analyze drug use and to take corrective action when necessary 
(for example, over-prescribing and potential drug interaction). 


+ Adequate procedures should be in place to identify and prioritize pharmacies for audits. 
* Audits should be consistently conducted and, where applicable, recoveries should be made on a timely basis. 


* The organization should have reasonable assurance that the pharmacy payment system processes only valid 
claims accurately, consistently, and on a timely basis, and that the amounts paid to pharmacies comply with the 
policies and legislation. 


* The reported information should be presented to Parliament/legislature in the prescribed timeframe. 


+ Health Canada should have taken appropriate action on the Office of the Auditor General’s 2000 follow-up 
audit of the Department’s drug benefit program. 


* Veterans Affairs Canada should have taken appropriate action on the Office of the Auditor General’s 1998 
follow-up audit of the Department’s drug benefit program. 
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Other related audit work 


See the following reports of the Auditor General: Chapter 13, Health Canada—First Nations Health 
(October 1997); Chapter 15, Health Canada—First Nations Health Follow-Up (October 2000); Chapter 12, 
Veterans Affairs Canada—Health Care (May 1996); and Chapter 28, Veterans Affairs Canada—Health Care 
Follow-up (December 1998). 


Audit team 


Assistant Auditor General: Ronnie Campbell 
Principal: Michael Shannon 
Director: Frank Barrett 


Theresa Bach 
Albert Melanson 
Paul Pilon 
Etienne Robillard 
Marilyn Rushton 
Jo Ann Schwartz 
Trevor Shaw 
Barry Sterparn 
Rafid Warsalee 


For information, please contact Communications at (613) 995-3708 or 1-888-761-5953 (toll-free). 
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Appendix Follow-up of previous audits 


2000 Office of the Auditor General 
recommendation 


2001 Public Accounts Committee 
recommendation 


——= 


Health Canada should more 


——= 


Our assessment 


EU Ia 


Progress to date 


That Health Canada regularly analyze 


Health Canada continues to 


closely monitor pharmacists’ | overrides of warning messages generated by @ monitor overrides of warning 
overrides of drug utilization the point-of-service system to determine messages and uses that 
messages and undertake whether warning messages are effective, information to determine which 
rigorous analysis on an whether prescriptions rejected by some provider should be audited. 
ongoing basis to assess the pharmacists have been filled by others, and 
effectiveness of the how and why clients with very large numbers (see paragraph 4.29) 
messages. of prescriptions are getting through the 
system. 
That Health Canada include a discussion of Health Canada has reported in 
its analysis of pharmacists’ overrides along i) its performance report on the 
with subsequent action taken in response to analysis of pharmacists’ 
that analysis in its performance reports overrides and action taken. 
beginning with the report for the period 
ending 31 March 2002. (See paragraph 4.29) 
That Health Canada immediately upgrade the The data extracted from the 
point-of-service system for pharmacies under O point-of-service system in 
the Non-Insured Health Benefits Program so Health Canada have not been 
that the system provides the dates, quantities, updated as requested by the 
and drugs prescribed of at least a client’s last Public Accounts Committee. 
three prescriptions and information on doctor 
weed. (see paragraph 4.34) 
In cases where it identifies a | That Health Canada implement a centralized Clients at Health Canada 
significant pattern of analysis of drug use similar to that found in © continue to access large 
inappropriate use of the provinces in order to identify misuse, numbers of prescription drugs. 
prescription drugs, Health abuse, and multiple use on a real-time basis. Information drawn from the 
Canada should continue to overrides is not used to conduct 
perform rigorous follow-up drug utilization review and 
with Non-Insured Health monitor patient safety. 
Benefits clients, physicians, 
pharmacists, and (Ba PElie sie 2 2. 88)) 
professional bodies. Health | That Health Canada develop a policy to guide Health Canada has 
Canada should ensure thatit | its response in cases where it is unable to ee discontinued analysis of 


has the means to implement 
this action. 


obtain the consent of recipients of Non- 
Insured Health Benefits to share information 
on use of pharmaceuticals with health care 
professionals and make that policy known 
prior to the implementation of a client consent 
arrangement under the Non-Insured Health 
Benefits Program. 


inappropriate drug use due to 
privacy concerns, despite the 
fact that sharing of client 
profiles is not necessary. 


(see paragraph 4.46) 


That Health Canada explore ways of 
facilitating the sharing of information between 
individual pharmacists and physicians 
providing services under the Non-Insured 
Health Benefits Program and report its 
conclusions to the Committee by 31 March 
2002. 


@ Fully addressed @ Satisfactory progress ()Unsatisfactory progress 
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2000 Office of the Auditor General 
recommendation 


2001 Public Accounts Committee 
recommendation 


That Health Canada ask the government to 
amend the Privacy Act if necessary in order to 
clarify that health care providers can share 
the personal medical information of 
individuals among other health care 
providers. 


Our assessment 


That Health Canada review the option of 
obtaining specific enabling legislation for the 
Non-Insured Health Benefits Program that 
would, among other things, permit sharing of 
information about client drug prescription 
patterns among health care professionals, and 
report the conclusions of that review to the 
Committee by 31 March 2002. 


Health Canada should 
enforce the contract 
requirements for audit of 
pharmacy and dental care 
providers and reporting by 
the contractor. The 
Department should continue 
to take steps to strengthen 
verification of claims and 
audit of providers. 


That Health Canada include the evaluation 
plans for community health programs and the 
Non-Insured Health Benefits Program in its 
Report on Plans and Priorities, beginning with 
the report for the fiscal year 2002-03. 


1996 Office of the Auditor General 


recommendation 


Health Canada has taken steps 
Ss to address overpayment. Next- 
day claim verification and 
pharmacy audits have resulted 
in the prevention, detection, 
and recovery of overpayment. 


(see paragraphs 4.99 and 
4.102) 


2001 Public Accounts Committee 
recommendation 


Our assessment Progress to date 


Veterans Affairs Canada 
should develop and 
implement a plan to realize 
the benefits of the revised 
drug formulary and improved 
drug-monitoring system. 


Veterans Affairs Canada 

@ completely overhauled its 
formulary and implemented a 
claims processing system in 
1997-98. 


(see paragraphs 4.31) 


Veterans Affairs Canada 
should explore less costly 
means of providing over-the- 
counter medication to 
clients. 


@ Fully addressed Satisfactory progress ()Unsatisfactory progress 


The Department has explored 
wy) less costly means of providing 
over-the-counter drugs but has 
not implemented a process that 
would lead to significant cost 
savings. 


(see paragraphs 4.93) 
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Chapter 


Indian and Northern Affairs Canada 


Education Program 
and Post-Secondary Student Support 


All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 


Table of Contents 


Main Points 
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Departmental programs and funding 
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Elementary and secondary education follow-up 


What we reported in 2000 

Meaningful results are still lacking 

A large education gap remains 

The Department has not yet defined its roles and responsibilities 
Appropriate performance and results indicators are still lacking 
The Department still does not have good cost information 

Issues concerning tuition agreements persist 

School evaluations need to be completed 


Post-Secondary Student Support Program 


The policy and the program objective are under review 

Management and accountability framework is deficient 

Roles and responsibilities for delivering the program are unclear 

The allocation of funds does not ensure equitable access to the program 
The Department needs better information 

Discrepancies in the information provided to the Treasury Board 
Toward stronger accountability 
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Indian and Northern Affairs Canada 


Education Program 
and Post-Secondary Student Support 


Main Points 


§.1 Although Indian and Northern Affairs Canada carried out more 
studies and undertook several new initiatives in elementary and secondary 
education, it made limited progress in addressing most of the issues and 
recommendations raised in our April 2000 Report and in the June 2000 
Report of the Standing Committee on Public Accounts. The Department 
does not know whether funding to First Nations is sufficient to meet the 
education standards it has set and whether the results achieved are in line 
with the resources provided. The budget for this program is over $1 billion 
annually, 


5.2 We remain concerned that a significant education gap exists between 
First Nations people living on reserves and the Canadian population as a 
whole and that the time estimated to close this gap has increased slightly, 
from about 27 to 28 years. 


5.3 The number of First Nations people having a post-secondary 
certificate, diploma, or degree continues to grow. However, we found 
significant weaknesses concerning the Post-Secondary Student Support 
Program’s management and accountability framework. The Department has 
not clearly defined its roles and responsibilities. The way it allocates funds to 
First Nations does not ensure equitable access to as many students as possible, 
and the Department does not know whether the funds allocated have been 
used for the purpose intended. In addition, the information available on the 
performance of the program is inadequate. As a result, the Department does 
not know whether program funds are sufficient to support all eligible 
students, and it has no assurance that only eligible students taking eligible 
courses are receiving funding. The budget for this program is about 

$273 million a year. 


5.4 We also noted discrepancies in the information that the Department 
provided to the Treasury Board about the way the program operates. 
Moreover, Parliament is not receiving a complete picture of the program and 
how effective it has been in narrowing the gap in post-secondary education 
between First Nations and the Canadian population as a whole. 


0.9 The Department is currently carrying out a comprehensive review of 
all its policy and program delivery authorities, including its education 
programs. This exercise provides the Department and central agencies, in 
consultation with First Nations and other parties, an opportunity to take a 
fresh look at the programs’ design, administration, and accountability for and 


reporting of results. 
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Background and other observations 


5.6 The elementary and secondary education of children living on reserves 
is covered by various statutes, treaties, agreements, and government policy, 
and it involves numerous players. Indian and Northern Affairs Canada and 
central agencies establish funding levels, education policy, and delivery 
requirements. The Department also operates seven schools. Under various 
funding arrangements with the Department, First Nations deliver education 
on reserves, arrange to buy education services from local school boards, or use 
a combination of both. Provinces and school boards provide education to 
on-reserve children attending schools outside their community. Some 
students attend private schools. At the post-secondary level, the Department 
transfers funds to First Nations to provide financial assistance to eligible 
students, living on or off reserves, to defray the cost of tuition, books, and 
supplies. When applicable, financial assistance also covers travel and living 
expenses for full-time students and their dependents. 


5.7 Many First Nations students and communities face fundamental issues 
and challenges that are more prevalent for them than for other Canadians 
and may impede their educational achievement. For example, most First 
Nations communities are small, with fewer than 500 residents. Thus, their 
schools have difficulty providing a range of educational services. 


§.8 In addition, the First Nations population is young and growing. 
According to the Department, about 40 percent of the Registered Indian 
population is under the age of 19, compared with 25 percent for the Canadian 
population. The Department projects that the on-reserve Registered Indian 


population will grow from about 445,000 in 2003 to 700,000 by 2021. 


§.9 Education is critical to improving the social and economic strength of 
First Nations individuals and communities to a level enjoyed by other 
Canadians. All parties, including the Department, First Nations, provinces, 
school boards, parents, and the students, need to work together to improve 
results. We believe that the Department needs to take a leadership role in 
addressing long-standing issues affecting First Nations education. In 
particular, the Department needs to urgently define its own role and 
responsibilities and improve its operational performance and reporting of 
results. 


The Department has responded. The Department accepts all the 
recommendations. It reiterates its commitment to working with First Nations 
and other stakeholders to improve the educational outcomes of First Nations 
students and states that success in First Nations education must be measured 
over the long term. 
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Introduction 


Value and provision of education 


5.10  Education-is critical to improving the social and economic strength of 
First Nations individuals and communities to a level enjoyed by other 
Canadians. In April 2000, we reported a significant gap in educational 
achievement, measured by secondary school graduation, between First Nations 
peoples living on reserves and the overall Canadian population. 


5.11 | Numerous studies have stressed the importance and benefits of 
post-secondary education. The Royal Commission on Aboriginal Peoples linked 
it to capacity building, human resource development, and self-government. A 
Human Resources Development Canada study in 2002 estimated that more 
than 70 percent of the new jobs created in Canada require some form of post- 
secondary education. This fact is particularly significant for First Nations people 
because, compared with the Canadian population as a whole, a much smaller 
proportion of them hold a post-secondary certificate, diploma, or degree. 


5.12 First Nations and their organizations believe that education is a treaty 
right that covers all education levels, including post-secondary. The federal 
government does not agree with this position. The Department’s elementary 
and secondary programs are guided by various statutes, treaties, agreements, 
and government policy. At the post-secondary level, the government considers 
that assistance to First Nations students results from policy. 


5.13 The elementary and secondary education of children living on reserves 
involves numerous players. At the federal level, Indian and Northern Affairs 
Canada and central agencies establish funding levels, education policy, and 
delivery requirements. The Department also operates seven schools on 
reserves. Under various funding arrangements with the Department, First 
Nations deliver education on reserves, arrange to buy education services from 
local school boards, or use a combination of both. Provinces and school boards 
provide education to on-reserve children attending schools outside their 
community. Some students attend private schools. Parents and families are 
expected to be involved in their children’s education, and students are required 
to attend school for at least as long as the mandatory requirement of their 
province of residence. 


Issues and challenges in First Nations education 


5.14. Many First Nations students and communities face fundamental issues and 
challenges that are more prevalent for them than for other Canadians and may 
impede their educational achievement. These include health problems, poor 
economic conditions, racism, and issues related to geography and demography 
(see Appendix A for more details). Yet, despite these impediments, we noted 

: examples of successful elementary and secondary education initiatives by First 
Nations, such as the First Nations Education Steering Committee in British 
Columbia (see Successful First Nations initiatives in education). Other regions 


could benefit from adopting similar practices. 
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Successful First Nations initiatives in education 


The First Nations Education Steering Committee, a not-for-profit organization, was 
established in May 1992 to facilitate discussion about education matters affecting 
First Nations in British Columbia. It provides relevant and up-to-date information to 
First Nations about federal and provincial government policies and programs, 
undertakes research to support First Nations education, and communicates with the 
federal and provincial governments to ensure that First Nations concerns are being 
addressed. About 60 First Nations education technicians representing First Nations 
communities from throughout the province provide direction for the steering 
committee's activities. 


The steering committee administers a number of components of the on-reserve 
education program, including the Special Education Program, band school evaluations 
(or assessments), and the education reform initiative under Gathering Strength. In 
those three cases, the steering committee allocates funds to member First Nations, 
analyzes and approves project proposals, reviews project reports, and assesses project 
results. In addition, it provides support to First Nations on professional development, 
teacher recruitment, and capacity building. It produces studies and discussion papers 
on issues affecting education for First Nations and on best practices observed 
throughout the province. 


In 2001-02, the steering committee’s budget totalled $11.9 million and was funded 
mainly by Indian and Northern Affairs Canada. About $9 million was allocated directly 
to First Nations communities. The largest portion, $2.3 million, went to Gathering 
Strength projects, $1.1 million went to the Special Education Program, and 
$185,000 was allocated for band school assessments. 


Both departmental regional officials and First Nations representatives told us that they 
are very satisfied with the quality and breadth of services provided by the steering 
committee. A recent evaluation of the organization also found high levels of 
stakeholder satisfaction in the quality of the steering committee’s programs and 
services and in the organization’s methods of ensuring community input and direction. 
It also concluded that the steering committee represents First Nations in British 
Columbia on education matters. 


Source: First Nations Education Steering Committee documentation; discussions with steering committee 
and Indian and Northern Affairs Canada officials from British Columbia (unaudited) 


Departmental programs and funding 


5.15 Elementary and secondary education. At about $1.1 billion annually, 
elementary and secondary education continues to be the largest program area 
of Indian and Northern Affairs Canada, representing over 20 percent of the 
Department’s budget for 2003-04. In addition, the Department spends about 
$213 million annually on educational facilities. Funding is also provided for 
teacher pensions and band administration support related to education, but 
the Department does not track this funding separately. During 2002-03, 
education funding supported about 120,000 students, of which about 

60 percent attended schools located on reserves (there are 503 such schools 
and First Nations manage all but 7) and 40 percent attended provincial or 
private schools. 


5.16 The Department provides money to band councils or other First 
Nations education authorities to support instructional services, from 
kindergarten through to adult learners, for people residing on reserves. The 
money is provided through various funding agreements and pays for the costs 
of on-reserve students attending schools (on or off reserves); student support 
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services such as transportation, counselling, accommodation, and financial 
assistance; school administration and evaluation; and First Nations school 
boards. Under current departmental policy, First Nations schools are 
required, at a minimum, to follow provincially recognized programs of study, 
hire provincially certified teachers, and follow education standards that allow 
students to transfer to an equivalent grade in another school within the 
province in which the reserve is located. 


5.17 Post-Secondary Student Support Program. This program is intended 
to provide financial assistance to eligible students to defray the cost of tuition, 
books, and supplies. When applicable, the program also helps to cover travel 
and living expenses for full-time students and their dependents. The amount 
of assistance is not tied to the student’s income or that of his or her parents or 
spouse. To be eligible for assistance, a student must be an Inuit or a Registered 
Indian who ordinarily lives in Canada, either on or off reserves, is enrolled in 
a provincially accredited post-secondary education program or a university or 
college entrance preparation program, and maintains satisfactory academic 
standing. The program also covers the cost of providing post-secondary 
guidance and counselling services. The Department provides most of the 
program funds to First Nations through various funding agreements and 
expects them to use these funds in accordance with the conditions defined in 
these agreements. Appendix B outlines the chronology of the Department’s 
assistance to First Nations post-secondary students. 


5.18 We calculated that between 1994-95 and 2003-04, Indian and 
Northern Affairs Canada allocated almost $2.8 billion to First Nations 
post-secondary education, including about $304 million in 2003-04. About 
90 percent of this funding was earmarked for the Post-Secondary Student 
Support Program. We calculated that about 30,000 students supported by the 
program graduated between 1994-95 and 2001-02. The Department 
reported that more than 25,000 First Nations and Inuit people had received 
assistance in 2002-03. 


Focus of the audit 


5.19 ‘This chapter reports the findings of two distinct audits that provide a 
more comprehensive look at the Department’s support of First Nations 
education. 


- The first audit is a follow-up of our audit of Indian and Northern Affairs 
Canada’s elementary and secondary education program reported in 
April 2000. This audit focussed on the extent of progress the 
Department has made in addressing the issues and recommendations 
raised in our April 2000 Report as well as those raised in the June 2000 
Report of the Standing Committee on Public Accounts concerning 


elementary and secondary education. 


* The second audit covers the Department’s Post-Secondary Student 
Support Program. The audit examined the Department’s management 
of the program. Our objectives were to determine whether the 
Department had a clear policy and objective for the program, whether 


the systems and procedures to support program implementation were 
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Elementary and secondary 
education follow-up 


consistent with the program’s policy and objective, and whether relevant 
information was reported to Parliament. 


§.20 Further details on the objectives, scope, approach, and criteria of the 
audits are included in About the Audit at the end of the chapter. 


Observations and Recommendations 


What we reported in 2000 


§.21. In April 2000, we reported that Indian and Northern Affairs Canada 
could not demonstrate whether it was meeting its stated objective to assist 
First Nations living on reserves in achieving their education needs and 
aspirations. We noted that the progress in closing the education gap between 
First Nations people living on reserves and the overall Canadian population 
had been unacceptably slow and that immediate action needed to be taken to 
close this gap. The audit also found that the Department needed to articulate 
its role in education, take action to resolve outstanding issues, develop and 
use appropriate performance measures, and improve its operational 
performance. 


5.22 The Standing Committee on Public Accounts held hearings on the 
audit and issued its report to Parliament in June 2000. The Committee 
expressed serious concern about the unacceptable state of First Nations 
elementary and secondary education and criticized the Department's 
“hands-off” management approach. While agreeing with the principle of 
devolution, the Committee insisted that this principle must be accompanied 
with clearly defined roles and responsibilities agreed to by all parties. The 
Committee recognized that the Department had a broad understanding of 
the issues involved, and it expected the Department to quickly demonstrate 
real progress in addressing the shortcomings identified in the audit. The 
Committee also requested the Department to report on its progress in its 
performance report, beginning with the 2001 Performance Report (covering 


the fiscal year ending 31 March 2001). 


5.23 The Department generally agreed with the Committee's 
recommendations and committed to working with its partners to address 
them. The Department did not fully agree to report its progress in its 
performance report. Instead, it agreed to publish a biennial report on First 
Nations education beginning in 2002—03 and to include key indicators from 
this report in its performance report. 


Meaningful results are still lacking 


§.24 In 2000 we noted a lack of meaningful action to address the findings of 
numerous reports and studies. We recommended that action plans be 
implemented promptly. The plans were to identify the costs and funding 
responsibilities as well as how and by whom action would be taken and the 
time frames. We also recommended that the Department demonstrate how its 
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initiatives, including Gathering Strength—Canada’s Aboriginal Action Plan, 
would address long-standing issues and improve First Nations education. 


§.25 Given the Department's stated commitments, we expected that it 
would have developed and implemented a detailed strategy and action plan 
to implement measures for improvement and to monitor progress. 


5.26 We noted several developments since our 2000 audit. Exhibit 5.1 
summarizes these developments, together with their status. Some of these 
were undertaken to address our recommendations or those of the Public 
Accounts Committee. Others were for existing or new education programs, 
the renewal of education authorities, additional studies, and changes in the 
Department’s organization. However, we found that, with few exceptions, 
such as special education, the Department has made limited progress since 
2000. The Department has generally continued the same practices for the 
way it supports, administers, and reports the elementary and secondary 
education programs for students living on reserves. Program terms and 
conditions, funding allocation, and reporting requirements have mainly 
remained unchanged. 


A large education gap remains 


5.27 In 2000 we used figures reported by the Department in its Estimates 
documents to estimate that it would take 23 years to close the education gap 
between First Nations people living on reserves and the Canadian population 
as a whole. Our estimate assumed that the proportion of Canadians with 
high-school education would not change from its 1996 level. 


5.28 The Department acknowledged the importance of closing this gap. It 
claimed that its education reform projects and other corrective measures 
already underway would lead to progress, and that the gap would be closed 
earlier than we had estimated. 


5.29 We recalculated the gap that existed in 1996 (and reported in 2000), 
using more precise data from the 1991 and 1996 censuses. Without changing 
our assumptions, we estimated that the time needed to close the education 
gap that existed in 1996, and for First Nations people living on reserves to 
reach parity with the overall Canadian population, was about 27 years rather 
than the 23 years that we had originally estimated. 


5.30 We also calculated the education gap that existed in 2001, using data 
from the 1996 and 2001 censuses, and estimated the time to close that gap 
and for First Nations people living on reserves to reach parity with the 
Canadian population as a whole. We found that the proportion of First 
Nations people living on reserves over the age of 15 with at least a high- 
school diploma increased by 4.8 percent between 1996 and 2001, while that 
same proportion in the overall Canadian population increased by 3.5 percent. 
Although the gap has narrowed by 1.3 percent during this period, the rate of 
improvement for First Nations people living on reserves slowed compared 
with the previous five-year period, while that of the Canadian population as a 
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Exhibit 5.1 Developments since our 2000 audit of Indian and Northern Affairs Canada’s elementary and secondary education program 


Activities | Status as of August 2004 


Actions related to our 2000 audit 


Roles and responsibilities. |n 2000-01, the Department committed to working with all parties to better The Department has not 
articulate its roles in education. In response to the Public Accounts Committee report, the Department established a plan to clarify its 
committed to issuing, in collaboration with First Nations, a statement on its roles and responsibilities by roles and responsibilities. 
June 2002. In late 2001, a departmental committee produced a first draft and, in early 2002, the 
Department appointed a senior executive to continue this work. Numerous drafts have been produced but 
no final decision has been made. The Education Branch has taken over responsibility for developing a 
statement on the roles and responsibilities in First Nations education. 


Biennial report. In 2000-01, the Department made a commitment to the Public Accounts Committee to The Department has published 
publish a biennial report on First Nations education, starting in 2002-03. The report was to provide a its first biennial report in 
clear record of progress in closing the education gap. 2004. 


Compliance regime. Since our audit, the Department told us that it has updated its compliance regime for | The Department sent draft 
management of the education programs. This regime is aimed at increasing accountability and conformity | compliance guidelines to the 
with the program terms and conditions. regions in spring 2004. 


Student tracing methodology. In 2002-03, the Department began to develop a tracing methodology to The Department is continuing 
follow the progression of students it funds to the end of their education. This will help First Nations, work on the tracing 
educators, and researchers understand the factors related to educational outcomes of the students and methodology. 

help clarify policy and program decisions. 


on 4 


Renewal of authorities 


The 2000 Treasury Board policy on transfer payments triggered a comprehensive renewal of all the Under its latest plan, the 
Department's policy and program delivery authorities, including the authority for its education programs. Department is to bring a 
According to the Department, the renewal of the education authority marked the first time in over proposal to the government for 
100 years that detailed terms and conditions were set out for the delivery of the Department’s education renewing education policy and 
program. The renewal exercise identified significant “anomalous practices” that were inconsistent with programs by October 2005. 


existing policy and program delivery authorities. To correct the problem, the government granted the 
Department interim authority to enable existing practices to continue, pending a comprehensive review of 
the education programs. We noted that on two occasions the Department did not meet its own deadline to 
complete the review and sought extension of its interim authority from the government. 


Education reform initiatives 


In 1998 the Government of Canada responded to the Royal Commission on Aboriginal Peoples with a The Department has not 
long-term, broad-based policy approach designed to increase the quality of life of First Nations people and evaluated this initiative. It does 
to promote self-sufficiency. The plan, Gathering Strength, contained an education reform component, with not know whether it achieved 


resources to improve the quality of education in First Nations schools and the academic achievement of its intended objectives. It is 
First Nations students. According to departmental figures, between 1998 and 2003 the Department implementing New Paths for 
spent $176 million on about 1,300 education reform projects proposed by First Nations and their Education. 


organizations along four jointly defined priorities. Gathering Strength ended in March 2003, along with its 
education reform component. It was replaced in April 2003 by a similar initiative, New Paths for 
Education, with an annual budget of $40 million. 


New studies 
Minister’s National Working Group on Education. In June 2002, the Minister of Indian and Northern Departmental officials state 
Affairs created a National Working Group on Education. This group, made up of 15 First Nations people that they are working with First 
with experience in education, was asked to provide the Minister with concrete recommendations on how Nations on the key issues in 
to improve First Nations education, and on how the Department could work with First Nations to the working group’s report. 
implement those changes and close the education gap. As part of the group’s work, new research was 
conducted in 11 areas, including jurisdiction, funding, education philosophy, infrastructure, teacher 
recruitment, and parental involvement. The group's report, Our Children—Keepers of the Sacred 


Knowledge, was made public in February 2003. The report found “First Nations education in a crisis” and 
made 27 recommendations aimed at improving the situation. 
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eee 
Exhibit 5.1 Developments since our 2000 audit of Indian and Northern Affairs Canada’s elementary and secondary education program (cont'd) 


Activities 


Status as of August 2004 


A-base review. Education program funding was part of the A-base review that the Department completed 
in 2003. This initiative was intended to draw a clear relationship between existing resources and results, 
to identify an approach to achieve a streamlined and integrative authorities structure, and to support the 
Department's planned move to a more dynamic and flexible management model. 


Cost studies. Since 2000, the Department undertook or funded additional studies to compare the funding 
levels it provides to First Nations with what provinces provide to their school boards. These studies noted 
discrepancies in funding levels and identified potential factors that could explain these variations. 
However, like the previous studies carried out on costs, they were not endorsed by the Department. 


Audit on teacher certification. An audit on teacher certification was completed in 2003. The audit found 
weaknesses in the management control framework for ensuring that education standards in on-reserve 
schools are met. In particular, what makes up a “comparable curriculum” has not been defined in 
practical terms. 


Evaluation of federal and band-operated schools. The evaluation will include a review of the resource 
allocation methodologies for these schools. The Department intends to use the evaluation to inform 
further program and policy review. 


The findings of the review are 
to help support the education 
policy review. 


Further studies on costs are 
planned. Discussions are 
taking place with First Nations 
on the funding formula. 


The Department has approved 
and is implementing an action 
plan to address 
recommendations. 


The Department's target date 
for completion is fall 2004. 


New programs 


Special education. A program dedicated to special education was approved in January 2003. It is 
designed to improve the achievement levels of First Nations on-reserve special education students by 
providing access to special education programs and services that are culturally sensitive and meet the 
provincial standards in the locality of the First Nation. An initial budget of $52 million was approved for 
2002-03, which will increase to $95 million by 2005-06 as a result of some existing education funding 
being redirected on an annual basis. 


Teacher salaries. This new program, created in response to recommendations contained in the report of 
the Minister’s National Working Group on Education, was approved in August 2003, and is intended to 

supplement teacher salaries in band-operated schools. The program has an annual budget of $15 million 
in 2004-05. 


Parental involvement. This new program, also created in response to recommendations contained in the 
report of the Minister’s working group, is intended to promote parental engagement in First Nations 
communities. The program, approved in August 2003, has an annual budget of $5 million in 2004-05. 


The Department is 
implementing the program. 


The Department is 
implementing the program as 
a pilot project. 


The Department is 
implementing the program as 
a pilot project. 


Reorganization 


Regional Operations Support and Services (ROSS). In 2003-04, the Department created a new sector 
intended to oversee monitoring and compliance and to ensure consistency and accountability in 
departmental programs across the regions. 


Education Branch at headquarters. In 2003-04, the Department created the Education Branch at its 
headquarters and increased the number of staff working on education matters. This branch is responsible 
for looking after education and for delivering the Department’s external and internal commitments to 
modify the education program. 


Regional education directorate. In one region that we visited, an education directorate was created in 
2001 to bring more focus to the regional education responsibilities. Another region was considering the 
creation of a similar structure at the time of our audit, while a third region was in the process of creating a 
position dedicated to managing the education programs. 


The Department has approved 
additions to staff and is 
developing business practices. 


The Department has 
developed specific roles and 
responsibilities for the branch 
and its staff. 


Regions consider that there is 
insufficient staff dedicated to 
education. The Department 
has no plans to increase staff 
in the regions. 


Source: Discussions with departmental and First Nations officials; departmental response to our 2000 audit; government response to the 2000 Public Accounts 


Committee Report; and departmental and non-departmental documents (unaudited) 
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whole grew slightly. As a result, we estimate that it would take about 28 years 
for First Nations people living on reserves to reach parity with the Canadian 
population (Exhibit 5.2). 


Exhibit 5.2 The education gap between First Nations people living on reserves and the overall 
Canadian population 


68.7 Percentage over the age of 15 witha 


68.7 ; 
- high-school education 


65.2 


[Overall Canadian population 


Fy First Nations people living on reserves 


1991 1996 2001 
Census Census Census 


2029 
Estimates* 


*This calculation assumes that the First Nations rate of improvement between two censuses remains the 
same and that the proportion of Canadians with high-school education stays constant. 


Source: Census data from the 1991, 1996, and 2001 censuses (unaudited) 


5.31. Because the Department has not used a consistent methodology to 
monitor the gap, it could not explain the decrease in the rate of improvement 
of First Nations students living on reserves between the periods covered by 
the 1996 and 2001 censuses. The Department informed us that it is working 
on various approaches that would allow it to compare First Nations 
communities with non-First Nations communities sharing similar attributes, 
such as location, instead of relying on global comparisons. 


5.32 The need to close the education gap is even more urgent today given 
the current and projected demographics in First Nations communities. 
According to the Department, about 40 percent of the Registered Indian 
population is under the age of 19, compared with 25 percent for the overall 
Canadian population. The Department also projects that the on-reserve 
Registered Indian population will grow from about 445,000 in 2003 to about 
700,000 by 2021, an estimated growth rate significantly higher than that of 
the Canadian population. In our view, failure to address the gap continues to 
have significant consequences for First Nations people living on reserves 
because they do not have access to the benefits associated with a higher level 
of education. 


5.33 Recommendation. Indian and Northern Affairs Canada, in 
consultation with First Nations, should immediately develop and implement a 
comprehensive strategy and action plan, with targets, to close the education 
gap. It should also report progress to Parliament and to First Nations on a 
timely basis. 
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Department’s response. Indian and Northern Affairs Canada is working 
with First Nations on a review of key elements of the elementary and 
secondary education programs. As well, the Department is leading the 
follow-up work to the April 2004 Canada—Aboriginal Peoples Roundtable 
on lifelong learning, building on past studies such as the Royal Commission 
on Aboriginal Peoples and the National Working Group on Education. The 
Department is also actively participating in preparations for the other 
roundtables on health, housing, economic opportunities, negotiations, and 
accountability. The Department will continue to report to Parliament 
through the performance report, the report on plans and priorities, and the 
Aboriginal Report Card the prime minister has committed to produce. These 
will provide the Department and First Nations with an opportunity to jointly 
develop key indicators, report on progress, and identify areas where more 
work is needed. 


The Department has not yet defined its roles and responsibilities 


5.34 During our 2000 audit, we could not find any formal document that 
clearly defined the Department’s roles or responsibilities in education. We 
believed that because many stakeholders have an interest in education, the 
Department needed to articulate and communicate its roles to other parties, 
while also taking into account their various roles. The Public Accounts 
Committee also expressed concern about the Department’s lack of clearly 
defined roles in the delivery of education services to First Nations and noted 
considerable ambiguity and inconsistency in the way the Department carried 
out its mandate. 


5.35 The Department agreed with our recommendation and committed to 
working with all parties to better articulate its roles in education. In response 
to the Public Accounts Committee report, the Department committed to 
issuing, with the collaboration of First Nations, a statement on its roles and 
responsibilities by June 2002. 


5.36 ‘This statement has not been issued and there is still no consensus 
within the Department about its roles and responsibilities. We noted that the 
Department has not carried out an analysis of the various legislative 
authorities and obligations to determine the minimum roles it should play and 
the level of services it should fund. We believe that such an analysis is 
important and could be a starting point in defining the Department’s roles 
and responsibilities and guiding discussions with other parties. 


5.37 At the operational level, we found that there is still ambiguity and 
inconsistency in the role of regional offices in fulfilling the Department’s 
mandate and achieving its education objectives. The Department expects 
that the education delivered in schools located on reserves is comparable 
with what provinces offer off reserves and that students are able to transfer 
from band-operated to provincial schools without academic penalty. 
However, a number of school evaluations we reviewed clearly indicated that 
some students do not perform at their current grade level, suggesting that 
they cannot transfer to the same grade in the provincial education system. 
Yet, we saw no evidence that the regions consider this information in 
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assessing whether First Nations meet the terms and conditions of their 
funding agreement and whether corrective action is required. Most regions 
continue to interpret their major role as that of providing a funding service. 


5.38 In addition, we noted that some provinces do not recognize the 
educational achievement of grade 12 students attending on-reserve schools 
unless these schools have been provincially accredited or students pass a 
provincially recognized test. 


5.39. The extent of freedom that parents have to choose their children’s 
school also illustrates how unclear roles and responsibilities can lead to 
inconsistency in program delivery. While the Department and First Nations 
want parents to be involved in their children’s education, regions take 
different approaches concerning parental choice of school. In one region, the 
Department has extended the parents’ freedom to the point of fully funding 
transportation to the school of choice, whether band-operated, federal, or 
provincial. Other regions consider that when there is a school on the reserve, 
parents should send their children to that school. Accordingly, they do not 
cover the difference in tuition costs; nor do they provide transportation if 
parents choose to send their children off the reserve. 


§.40 Our 2000 report presented the Mi’kmaq Education Agreement as a 
case study to illustrate initiatives that affected First Nations education powers 
and responsibilities. In this follow-up, we examined progress in implementing 
this agreement, which transferred jurisdiction over education to nine 
Mi’kmag communities in Nova Scotia. We found that the Department and 
the participating First Nations lack a common understanding of their roles 
and responsibilities and that the agreement is ambiguous (see The Mi’kmaq 
Education Agreement, page 13). 


5.41. We are concerned about the Department’s lack of progress in defining 
its roles and responsibilities. In our view, until the Department clarifies these 
and its capacity to fulfill them, and reaches a consensus with other parties on 
their own roles and responsibilities, it will remain difficult to make progress in 
First Nations education and close the education gap. 


§.42 Recommendation. Indian and Northern Affairs Canada should clearly 
define and document its roles in education while taking into account its basic 
legal responsibilities and the roles of other parties. The Department should 
provide its regional offices with sufficient guidance and training to ensure 
that its roles and responsibilities are understood and applied consistently. 


Department’s response. Indian and Northern Affairs Canada continues to 
work on defining its roles in education. While this appears to be a 
straightforward task, it is more complex because of the number of 
stakeholders and their diverging views about the Department’s current 
mandate in First Nations education matters and how this mandate should 
evolve to support First Nations control of First Nations education. The 
process that led to the creation of the Education Branch in early 2004 has laid 
the groundwork for defining the Department’s roles and responsibilities in 
First Nations education. The Regional Operations Support and Services 
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The Mi’kmaq Education Agreement 


The Mi’kmaq Education Agreement was enshrined in federal and Nova Scotia law in 
1999. The legislation gave each of the nine participating communities the power to 
make laws related to primary, elementary, and secondary education that would be 
applicable on their reserves. It also created a corporation, the Mi’kmaw 
Kina’matnewey (MK), to support them in the delivery of education. 


What we found in 2000. In 2000 we reported on potential lessons learned from the 
Mi’kmaq Education Agreement, including the preparedness of the First Nations on 
governance, accountability, pedagogical, and financial matters. We also noted that the 
implementation of the agreement was not being reviewed as planned. 


What we found in this audit. Since 2000, the participating communities have 
continued to deliver education under the agreement. They have also developed a 
curriculum to teach the Mi’kmaq language and have built or expanded schools. The 
Department, the participating communities, and the MK agreed in 2002 to extend the 
initial agreement for a three-year period; it will expire in March 2005. They have also 
begun discussions to renew the agreement for another five-year period to begin in 
April 2005. One of the four communities that initially chose not to participate in the 
agreement joined in 2003. A joint evaluation of the result of the agreement was being 
completed at the end of our fieldwork. 


We noted that the parties lack a common understanding of the meaning and the 
implications of “First Nations jurisdiction” over education. For example, the parties 
disagree on how levels of capital funding should be determined. Under the Mi’kmagq 
Education Act, First Nations can exercise jurisdiction on reserves only. Participating 
First Nations argue that capital funding should be established so that they can 
accommodate students attending off-reserve schools in the communities’ local 
schools. Some of these First Nations built or enlarged schools in order to do that, but 
without departmental funds. The Department argues that it continues to have power 
to determine capital funding and, in making these decisions, it uses the practices 
applicable to First Nations under the /ndian Act. 


Another example of disagreement relates to accessing new departmental programs. 
When the Department introduced special education or teachers’ salary programs, 
participating communities were subject to the same program terms and conditions as 
other First Nations, as if they did not have jurisdiction. Participating First Nations 
believe that when the Department introduces new education programs, they should 
have access to additional funds while continuing to exercise jurisdiction over the use of 
these funds. 


We also noted ambiguities in the implementation of the agreement. For example, the 
Department and participating First Nations have not determined the information 
required to account for the results of this transfer of jurisdiction. The Department has 
not defined the information it needs in the context of a government-to-government 
relationship in the field of education. It continues to receive from participating First 
Nations the same financial information and some of the non-financial information it 
was receiving before the agreement. In addition, the parties have not defined what 
information is needed to assess education performance and its comparability with 
other provincial systems, as intended in the legislation. 


Conclusion. The Department and participating First Nations need to review the 
agreement and its implementation and resolve disagreements. Since the Mi’kmaq 
Agreement has become a model for other “education self-government agreements” in 
the country, what is learned in the implementation of this agreement can bring 
valuable lessons for the future. 
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Sector, created in 2003—04 to ensure consistency and coherence across the 
regions, will help regional offices understand and consistently apply their roles 
and responsibilities. 


Appropriate performance and results indicators are still lacking 


§.43 In 2000 we noted that the Department had not implemented 
appropriate performance and results indicators. We believed that in the 
absence of meaningful indicators and data, the Department was not in a 
position to assess and report on the performance and results of the education 
funds voted by Parliament. This situation also made it difficult for the 
Department and First Nations to make informed decisions about future 
priorities and directions. 


5.44 The Department agreed with our observations and reviewed the 
feasibility of adapting elements of the Education Indicators Set developed by 
the Council of Ministers of Education, Canada and of the Pan-Canadian 
Education Indicators used by Statistics Canada. The aim was to establish a 
framework that would be comparable with other education reporting in 
Canada. In 2002 a departmental analysis concluded that, although several of 
these indicators could be used to measure and report on education on 
reserves, many data currently collected from First Nations would need to be 
modified or expanded to ensure comparability of information. For example, 
there are currently limited data on the education performance of students 
attending school on reserves. 


5.45 The Department has informed us that it intends to work with First 
Nations to revise its reporting requirements, improve the reporting of 
program information, and increase the analysis of available data. The 
Department is developing a profile of all the education data it collects. The 
intent is to ensure that data collection strikes a balance between the need for 
good data and performance measurement and the need to minimize the 
reporting burden on First Nations. Pilot projects are also underway in some 
regions. 


5.46 Recommendation. Indian and Northern Affairs Canada, in 
consultation with First Nations, should accelerate its efforts to develop and 
apply appropriate performance and results indicators along with targets. 


Department’s response. Indian and Northern Affairs Canada has 
undertaken a data collection review that will provide a profile of all education 
data it currently collects, including the rationale and authority. This work will 
contribute to the Department’s Managing for Results Initiative. This 
accountability regime will focus on clear roles and responsibilities, clear 
performance expectations, balanced expectations and capacities, credible 
reporting, and reasonable review and adjustment. The Department will also 
participate in the Aboriginal roundtable on accounting for results led by the 
Treasury Board Secretariat and in the development of key indicators to be 
used in the Aboriginal Report Card. 


547. Our 2000 audit also identified a number of opportunities for 
operational improvements. We focussed on information related to the costs of 


14 


Chapter 5 


Report of the Auditor General of Canada—November 2004 


INDIAN AND NORTHERN AFFAIRS CANADA—EDUCATION PROGRAM AND Post-SECONDARY STUDENT SUPPORT 


education services, on tuition and funding agreements, and on school 
evaluations. 


The Department still does not have good cost information 


5.48 In 2000 we found that the Department did not know the actual 
education costs; nor did it have a cost comparison of the different delivery 
mechanisms used. We recommended that the Department develop and apply 
uniform cost criteria to compare education costs and results among the 
different delivery approaches. 


5.49 The Department carried out or funded additional studies to compare 
the funding it provides to First Nations with what provinces provide to their 
school boards. The Department did not endorse the results of these studies, 
and no changes have been made. 


5.50 The lack of reliable and consistent information on education costs 
limits the Department’s ability to manage the education programs effectively. 
For example, the funding formula for band-operated schools has not been 
modified since its inception in the late 1980s. First Nations have argued for 
years that funding levels are insufficient, notably to pay teachers at a salary 
level comparable with that of their provincial counterparts. The Department 
considers the capacity of First Nations to engage and retain the necessary 
teaching staff a significant factor in offering comparable education. It has 
undertaken a study comparing the salary of teachers in First Nations schools 
with that of provincial teachers. At present, the Department does not know 
whether the funding provided to First Nations is sufficient to meet the 
education standards it has set and whether the results achieved, overall and 
by the different delivery mechanisms, are in line with the resources provided. 


§.51 Recommendation. Indian and Northern Affairs Canada should 
undertake to obtain reliable and consistent information on the actual costs of 
delivering education services on reserves and compare the costs with those of 
providing comparable education services in the provinces. 


Department’s response. Indian and Northern Affairs Canada has 
undertaken a review to compare the funds it allocates to schools operated by 
First Nations with the funds those schools would receive under the applicable 
provincial funding formula. As well, a comparative study of the salaries of 
teachers in First Nations schools and those in provincial schools is underway. 


Issues concerning tuition agreements persist 


5.52. In 2000 we identified a number of issues related to tuition agreements 
between First Nations and provincial school boards and between the 
Department and provincial school boards. The Department accepted our 
recommendation to address these issues. 


5.53 We noted progress in one region where tuition agreements are in place 
and are generally kept up to date. In other regions, many agreements were 
still not in place, were in dispute, or had expired. In some instances, officials 
believe that First Nations do not have the capacity to negotiate the 
agreements effectively. Nor is it clear that adequate support is available to 
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help First Nations with this task. In our view, the Department needs to ensure 
that tuition agreements are in place, so that provincial schools provide for the 
education needs of First Nations students and that the responsibilities of all 
parties are clearly laid out. 


§.54 It is also important that the Department play a more active role in 
ensuring that these tuition agreements are adhered to and that it fulfill its 
own responsibilities. In one community we visited, officials told us that three 
First Nations students enrolled in a provincial school had been expelled from 
the school for three consecutive years before band and departmental officials 
became aware of the situation. Under the tuition agreement between the 
First Nation, the school board, and the Department, the school board has a 
clear obligation to notify the band council and the parents before taking 
disciplinary action against a student. The Department also reaffirmed that, 
notwithstanding any clause in the agreement, the Minister maintained his 
responsibility for the education of Indian students. However, we saw no 
documentation in the departmental files indicating what action, if any, the 
Department had taken when it became aware of the students being expelled. 


§.55 Recommendation. Indian and Northern Affairs Canada, in 
consultation with First Nations, should ensure that tuition agreements are in 
place. The Department should also provide its regional offices with sufficient 
guidance and training to ensure that its responsibilities are understood and 
applied consistently. 


Department’s response. Indian and Northern Affairs Canada agrees that 
tuition agreements should be in place. The creation of the Regional 
Operations Support and Services Sector will help ensure that the necessary 
tuition agreements are in place across the regions. 


School evaluations need to be completed 


5.56 In 2000 we reported that a significant number of school evaluations 
needed to be completed. We also observed that some of the completed 
evaluations disclosed serious deficiencies in school operations but no 
systematic mechanism existed to ensure that the deficiencies were addressed. 
The Department agreed with our recommendation that these evaluations 
should be completed and recommendations implemented within a reasonable 
time. 


5.57 We found that some regions have made efforts to complete more 
school evaluations, but some remain outstanding. The Department does not 
know how many evaluations have been done or need to be done because it 
does not track this information. In addition, the intended use of completed 
evaluations in the Department is still not clear. We noted that one region 
does not even receive copies of the evaluations and another had difficulty 
locating the most recent evaluations completed. In two regions, officials told 
us that they do not always have the time or the skills to deal with evaluation 
findings. 


§.58 The national program guidelines issued by the Department for 
2004-05 stipulate that an independent evaluation of each band-operated and 


Report of the Auditor General of Canada—November 2004 


INDIAN AND NORTHERN AFFAIRS CANADA—EDUCATION PROGRAM AND Post-SECONDARY STUDENT SUPPORT 


federal school is to be undertaken every five years. Each evaluation must 
include, at a minimum, a review of curriculum, an assessment of instructional 
quality and standards, and a review to determine if community and school 
objectives have been achieved. Under these guidelines, each First Nation is 
responsible for implementing the recommendations. The Department’s 
approach to dealing with the findings and recommendations contained in 
these evaluations is not consistent. 


5.99 Recommendation. Indian and Northern Affairs Canada, in 
co-operation with First Nations, should ensure that school evaluations are 
completed and that recommendations are addressed within a reasonable 
time. 


Department’s response. Indian and Northern Affairs Canada agrees that 
school evaluations should be completed and has provided direction for this 
activity in the national program guidelines that took effect in September 
2004. The creation of the Regional Operations Support and Services Sector 
will help ensure that First Nations receive the appropriate support in 
conducting evaluations and following up on their recommendations. 


Post-Secondary Student The policy and the program objective are under review 


Sunn Bu orar 
support Program 5.60 The Department has a clear policy and objective in place for the 


Post-Secondary Student Support Program. The policy is to encourage 
Registered Indians and Inuit to acquire university and professional 
qualifications. The objective of the program is to help Registered Indians and 
Inuit students to attend and succeed in recognized post-secondary education 
programs, thereby improving their chances of finding work. Both the policy 
and the objective have generally remained the same in recent years. 


5.61 In September 2001, the Department informed the government that a 
comprehensive review of the policy was ongoing. It committed to developing 
recommendations, in consultation with First Nations, to update the policy 
framework and program delivery approach by 2003. According to officials, 
the purpose of the review is twofold: to update the program to better align it 
with the current situation of post-secondary education in Canada, and to 
address concerns related to equity, transparency, and access to the program. 
At the end of our audit, the Department and First Nations were working on 
the review. 


Management and accountability framework is deficient 


5.62 We expected that the Department would have systems and practices, 
including a sound management and accountability framework, which would 
enable it to implement the program in a way that reflects the approved policy 
and objective. Overall, we found that the framework is deficient. 


5.63 A few years after the start of the program, the government adopted a 
policy of devolution whereby detailed administration of funding was 
transferred to First Nations. In 1989 the Department put in place a new 
management and accountability framework that applied to a number of 
programs, including the Post-Secondary Student Support Program. Under the 


Report of the Auditor General of Canada—November 2004 Chapter 5 | Vy 


INDIAN AND NORTHERN AFFAIRS CANADA—EDUCATION PROGRAM AND POST-SECONDARY STUDENT SUPPORT 


framework, the Department would transfer, on a program-by-program basis, a 
fixed sum of money to First Nations. Once the minimum requirements of 
each program were met, First Nations would be allowed to reallocate funds 
among programs according to their priorities. The Department considered 
that this new approach would emphasize achieving defined results or program 
outputs for a given level of funding. First Nations would report information to 
the Department on how they had used the money and for what results. For its 
part, the Department would continue to set policy and monitor and evaluate 
the programs. The Minister would remain accountable for the performance of 
the various programs. 


5.64 The Department also modified the implementation of the 
Post-Secondary Student Support Program to reflect the framework described 
above and respond to concerns about the unpredictable and rapid growth of 
program expenditures. It indicated to First Nations that the changes were 
intended to give them more flexibility in administering the program and more 
control over how they used program funds. These changes significantly 
affected the implementation of the program and the accountability between 
the parties involved—including the Department, the central agencies, and 
First Nations students and communities. With few exceptions, the 
Department no longer provides financial assistance to individual 
post-secondary students under the program. Instead, it transfers funds to First 
Nations to support post-secondary education for their people. The funding 
arrangements between the Department and First Nations define the amount 
of money and how it should be used. 


§.65 In examining program implementation and accountability under the 
new framework, we found significant weaknesses in a number of key areas. 
These included ambiguity in the Department’s roles and responsibilities, 
potential inequities in how funds are allocated, a lack of clearly defined 
expected results, limited program and performance information, and 
discrepancies in the information provided to the Treasury Board. 


5.66 In our opinion, these weaknesses seriously undermine the capacity of 
the Department and First Nations to work together toward achieving the 
program’s objective, using resources effectively to produce expected results, 
measuring and reporting performance, and taking corrective action when 
necessary. 


Roles and responsibilities for delivering the program are unclear 


5.67 We expected the Department to have clearly defined and documented 
its roles and responsibilities. This was not the case. 


5.68 As noted earlier, the Department’s management and accountability 
framework transferred control of the detailed administration of funds to First 
Nations. In transferring control of the funds, the Department requires First 
Nations to administer the program by applying the departmental eligibility 
requirements and to establish an appeal process for their administrative 
decisions on students’ eligibility to receive funding and on the amount of that 
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funding. The Department also provides First Nations with flexibility to define 
and use their own administrative procedures and allowance schedules. 


9.69 | We found considerable uncertainty in the Department on the 
interpretation of the nature and extent of First Nations’ flexibility in 
managing the program. Some officials told us that the Department has only a 
funding role and that First Nations have complete freedom in determining 
who is eligible to receive funding and the amount of that funding. Others 
believe that there are minimum program requirements that First Nations 
must meet, such as ensuring that post-secondary institutions or programs of 
study are eligible under the program and that funding to each student is 
within the limits set in the program. The Department developed a list of 
eligible institutions in the late 1980s. The list has not been updated since 
then and its use is not clear. However, beginning in September 2004, the 
maximum living allowance must reflect the living allowances established by 
the Canada Student Loan Program. 


5.70 The Department’s activities to monitor program compliance in recent 
years have been limited. Although the Department issued guidelines in 1998 
to monitor compliance, it has not fully implemented them. As a result, it does 
not have assurance that program requirements are implemented. 


5.71 In the regions we visited, some officials consider that monitoring for 
compliance is not meaningful. The program does not tie funding to the 
number of eligible students to be supported, and officials believe that First 
Nations can establish their own program priorities and reallocate funds. In 
our view, unless the Department is clear about its roles and responsibilities, 
and those of First Nations, it cannot put in place systems and practices to 
obtain assurance that program requirements are implemented as defined 
when transferring funds to First Nations. 


The allocation of funds does not ensure equitable access to the program 


5.72 We expected the Department to have a mechanism for allocating funds 
to ensure equitable access to as many students as possible. Under the 
program’s current practices, the Department allocates a fixed amount of 
money to the regions; in turn, they allocate funds to First Nations to provide 
post-secondary financial assistance to students. The amounts allocated are 
generally based on historical funding levels, without reference to the actual 
number of eligible students in a particular region or First Nation. As a result, 
some First Nations may be receiving more funds than they need under the 
program, and some not enough. 


5.73 Our review of a sample of First Nations’ financial statements in three 
regions confirmed that program surpluses and deficits do exist. Departmental 
officials told us that these surplus and deficit situations do not need to be 
monitored because they would not trigger any change to First Nations’ 
funding levels for this program. With the flexibility allowed, First Nations 
with a surplus of funds from the program can transfer the money to other 
programs. Those First Nations with insufficient funds can transfer money 
from other programs to top up the amount available for providing financial 
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assistance. They can also deny funding to eligible students or use a 
combination of the two options. 


5.74 Currently, the Department does not know whether the funds 
earmarked for the program are sufficient to support the post-secondary 
education of all eligible students. In 2000 the Assembly of First Nations 
stated that the lack of federal funding was preventing about 9,500 First 
Nations people from pursuing post-secondary education. We noted that the 
Department does not track the number of unfunded eligible students. 


5.75 Weare concerned that the current funding methodology neither 
ensures that eligible students have equal access to the program nor maximizes 
the number of students receiving assistance. We are also concerned that 
when a First Nation has a surplus and decides to move post-secondary 
program funds to other programs, there is no assurance that it has first met 
the needs of all eligible students. Ultimately, it is not clear whether the 
allocation mechanism in place, combined with the flexibility to reallocate 
funds, is consistent with the program policy and objective. 


The Department needs better information 


5.76 Given the objective of the program and ministerial accountability for 
its performance, we expected that the Department would have sound 
information on the program and that it would use this information for 
monitoring and decision-making purposes. 


5.77 Currently, the Department receives global information from First 
Nations on the total number of people assisted at one point in the year and 
the annual number of graduates. It also receives audited summary-level 
financial statements for each First Nation and basic unaudited information 
on individual students and their study programs. 


5.78 We found that the Department does not fully use the information it 
receives from First Nations to monitor program implementation. For example, 
it does not compare program spending with the number of students assisted to 
assess whether the two correspond. Nor does it use the information on 
students and study programs to obtain assurance that only eligible students 
taking eligible courses are receiving funding. We also noted that the 
Department does not collect information on how much financial assistance 
individual students are receiving and how many eligible students are not 
being funded. 


5.79 Due to the lack of information and of analyses of the information 
available, the Department does not know how First Nations ultimately spend 
the money earmarked for post-secondary education. This also prevents the 
Department from taking corrective action when warranted. 


5.80 Given that the Minister is accountable for the program, we expected 
that the Department would have adequate mechanisms to measure program 
performance. This was not the case. 


5.81 The main indicator that the Department uses to measure performance 
is the annual number of students receiving support under the program. In our 
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opinion, this indicator is deficient. It is not useful for determining how many, 
or what proportion, of First Nations students in the program have successfully 
completed their studies and at what cost. 


5.82 In our view, a definition of expected outputs, results, and performance 
is needed to measure performance. The Department and First Nations also 
need to agree on a precise definition of who is eligible to access the program 
and what level of financial support they should receive. None of these have 
been clearly defined and documented. 


Discrepancies in the information provided to the Treasury Board 


5.83 In September 2001 and in July 2003, the Department obtained 
approval from the Treasury Board for renewed authorities governing the 
program. These authorities govern how the program should be implemented 
and how its funds should be managed. 


5.84 We found discrepancies between the information that the Department 
provided to the Board about the management of the program and the way the 
program is actually being delivered. For example, the Department told the 
Board that it had procedures to minimize the risk that the funds earmarked 
for post-secondary education would not be used for that purpose. However, as 
indicated earlier, the Department does not track how the program funds are 
spent and permits First Nations to move funds from the program to other 
programs. Therefore, the Department has no assurance that program funds 
are used only for the purpose intended, as it had led the Treasury Board to 
believe. 


5.85 We also found that the Department did not implement the new 
program authorities, as approved by the Treasury Board in a timely manner. 
These authorities, among other things, set student funding limits to reflect 
the Canada Student Loan Program. The Department did not incorporate 
these new authorities into its annual funding agreements with First Nations 
until 2004-05. As a result, for two years the Treasury Board’s approval of 
renewed authorities had no impact on how the Department and First Nations 
implemented the program. 


5.86 At the end of the audit, the Department informed us that national 
program guidelines have been developed based on the terms and 

conditions approved by the Treasury Board. These guidelines are included in 
the 2004-05 annual funding agreements with First Nations and will apply 
starting in September 2004. The terms and conditions expire in March 2005. 


Toward stronger accountability 


5.87 In 2002, in a study on accountability, we defined accountability as a 
relationship based on the obligations to demonstrate, review, and take 
responsibility for performance, both the results achieved in light of agreed 
expectations and the means used. We also suggested five principles that 
define effective accountability: clear roles and responsibilities, clear 
performance expectations, balanced expectations and capacities, credible 
reporting, and reasonable review and adjustment. Exhibit 5.3 summarizes 
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these principles. We believe that they could help guide the work of the 
Department and First Nations in their current review of this program. 


Exhibit 5.3 Five principles of effective accountability 


@ Clear roles and responsibilities. Roles and responsibilities should be well 
understood and agreed on by the parties. 


@ Clear performance expectations. The objectives, the expected accomplishments, 
and the constraints, such as resources, should be explicit, understood, 
and agreed on. 


© Balanced expectations and capacities. Performance expectations should be linked 
to and balanced with each party’s capacity to deliver. 


© Credible reporting. Credible and timely information should be reported to 
demonstrate what has been achieved, whether the means used were appropriate, 
and what has been learned. 


® Reasonable review and adjustment. Fair and informed review and feedback on 
performance should be carried out by the parties, achievements and difficulties 
recognized, appropriate corrective action taken, and appropriate consequences 
carried out. 


5.88 Recommendation. Indian and Northern Affairs Canada, in 
consultation with First Nations, should develop and implement a strong and 
meaningful accountability regime for its Post-Secondary Student Support 
Program. This regime should include the following principles of effective 
accountability: clear roles and responsibilities, clear performance 
expectations, balanced expectations and capacities, credible reporting, and 
reasonable review and adjustment. 


Department’s response. Indian and Northern Affairs Canada and First 
Nations are jointly working on a comprehensive review of the post-secondary 
education programs, including the Post-Secondary Student Support Program. 
Principles of effective accountability will be addressed as a key component of 
this review. 


5.89 Recommendation. Indian and Northern Affairs Canada should ensure 
that it provides accurate information to the Treasury Board about the way in 
which the Post-Secondary Support Program operates. 


Department’s response. Indian and Northern Affairs Canada is committed 
to providing full and accurate information to the Treasury Board and will 
continue to do so. 


Parliament is not receiving a complete picture 


5.90 The Department’s reporting to Parliament on the program’s costs, 
results, and performance does not provide a complete picture of the program 
and what is actually being achieved with departmental funds. Our review of 
the Department’s Estimates documents for the past five years indicates, for 
example, that the Department does not provide specific targets or timelines 
that would allow parliamentarians to judge the performance of the program. 
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Exhibit 5.4 summarizes our assessment of the completeness of the 
post-secondary education information that the Department has reported to 
Parliament. 


5.91 We noted that the Department’s reporting to Parliament does not 
clearly present the program’s objective. The Department presents “improving 
education” as a way of increasing community self-sufficiency, without 
explaining what this means or how it is measured. It does not compare the 
post-secondary education achievement of First Nations people, living on or 
off reserves, with that of the Canadian population as a whole; nor does it 
explain to what extent the program contributes to the educational 
achievement of First Nations. 


5.92 In reporting results to Parliament, the Department has consistently 
used the total number of students receiving support under the program as its 
main performance indicator. For example, the Department asserts that the 
program was successful in 2002-03 as about 25,000 First Nations people 
were supported under it that year, while only 250 people were supported in 
1968-69. In our view, this information does not tell the whole story. 
Unaudited departmental information also indicates that the annual number 
of students being funded has actually been declining in recent years, from a 
high of about 27,000 in 1998-99 to about 25,000 in 2002-03. However, the 


Department does not explain this trend. 


5.93 We used data from the 2001 census to compare the post-secondary 
educational achievement of First Nations people and the Canadian 
population as a whole. We noted that about 27 percent of the First Nations 
population (North American Indian) between 15 and 44 years of age hold a 
post-secondary certificate, diploma, or degree, compared with 46 percent of 
the Canadian population within the same age group. We believe that 
Parliament should be informed about the gap, its potential causes, and the 
way that the program helps to address it. Parliament should also be informed 
about the targets established for the program and the progress made. 


5.94 Recommendation. Indian and Northern Affairs Canada should 
improve the quality of the performance information that it reports to 
Parliament. It should clearly define and document the objective and expected 
results of the Post-Secondary Student Support Program, report on costs and 
performance, and clarify how the program is making a difference in narrowing 
the gap in post-secondary education between First Nations and the Canadian 
population as a whole. 


Department’s response. Indian and Northern Affairs Canada is committed 
to providing relevant performance information to Parliament. This issue will 
be addressed as part of the review of post-secondary education programs 


currently underway. 
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Exhibit 5.4 Our assessment of the post-secondary information reported to Parliament 


Activities 


Organizational context 
and strategic outcomes 
are Clear 


= 


Current reporting in performance reports 


Education is part of overall socio-economic outcomes of 
“increased self-sufficiency.” There is no separate discussion of 


post-secondary education and of the student support program. 


Roles of First Nations and other partners are not mentioned in 
the context of this program. 


Suggested reporting for performance reports 


Explain how the Post-Secondary 
Student Support Program contributes 
to addressing the gap in post- 
secondary education and benefits 
individuals and communities. 


Explain the roles of partners, namely 
First Nations, and their contribution to 
results achieved. 


Performance 
expectations are clear 
and concrete 


No clear relationship exists between "improved education” 


and the single indicator used: the annual number of students 
being funded. 


There is no mention that up to 12 percent of the post- 
secondary budget can be used to support study programs or 
institutions rather than students. 


There is no objective or specific targets and timelines. There is 
no description of the strategies to achieve performance 
expectations. 


Inform Parliament about program 
objectives and targets and time frame 
to reach targets. 


Explain the support to study programs 
and First Nations post-secondary 
institutions. 


Provide explanations on the 
environment in which these objectives 
are to be achieved. 


Key results are reported 


against expectations 


The reporting does not allow assessment of whether the 
Department is failing or succeeding with this program, as 
there are no performance expectations. 


The annual number of funded students does not capture what 


| portion of the program demand or potential clients is 


addressed. There are no indications that students may be 
denied funding. 


There is no mention that “expenditures” are budgeted figures 
instead of actual spending, as First Nations can reallocate 


| funds between programs, and that 12 percent of the budget 


can go to support study programs rather than students. 
The only discussion of risk is related to rising tuition costs. 


No risk analysis of meeting performance targets is provided 
because no targets have been set. 


Provide concrete targets in proper 
context. 


Provide other indicators of outcomes— 
for example, the proportion of eligible 
students of an appropriate age group 
attending post-secondary institutions, 
and the proportion of these students 
supported by the program. Comparison 
with non-First Nations people could 
also be provided. 


Provide a more accurate number of the 
amount allocated to the program. 


Provide a brief risk analysis. 


Performance 
information is credible 
and balanced 


| Since 2001-02, the Department has stated that its data are 


99 percent reliable. There is no mention of significant data 
limitations for this program, such as the annual number of 
funded students is based on a snapshot of people funded at a 
single date, and students dropping out shortly before or after 
that date are not captured. Data are provided by various First 


Provide more information on the 


limitations of post-secondary data. 


Use of performance 
information is 
demonstrated 


information to manage and improve the program. For 
example, no actions or explanations are reported about the 
declining number of First Nations students being funded. 


Discuss how results information is 
used—for example, to maximize the 
number of eligible students accessing 
the program. 


Source: Indian and Northern Affairs Canada’s performance reports from 1998-99 to 2002-03; April 2002 Report of the Auditor General, Chapter 6, A Model 
for Rating Departmental Performance Reports 
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Conclusion 


9.95 Elementary and secondary education. Despite more studies and 
several new initiatives, Indian and Northern Affairs Canada made limited 
progress in addressing most of the issues and recommendations raised in our 
April 2000 Report, as well as those raised in the June 2000 Report of the 
Public Accounts Committee. The Department does not know whether 
funding levels provided to First Nations are sufficient to meet the education 
standards it has set and whether the results achieved are in line with the 
resources provided. 


5.96 We are concerned about the lack of progress because a large education 
gap remains between First Nations people living on reserves and the 
Canadian population as a whole. In addition, the time estimated to close this 
gap has increased slightly, from about 27 to 28 years. 


5.97 We believe that, in consultation with First Nations and other parties, 
the Department needs to urgently define its roles and responsibilities and 
address the long-standing issues affecting First Nations elementary and 
secondary education. It also needs to improve its operational performance 
and reporting of results. 


5.98 Post-Secondary Student Support Program. The number of First 
Nations people having a post-secondary certificate, diploma, or degree 
continues to grow. A policy and a program objective are in place for the 
Post-Secondary Student Support Program and both are being reviewed. 
However, significant weaknesses exist in the Department’s management and 
accountability framework for the program. The Department has not clearly 
defined and documented its roles and responsibilities, the way that it allocates 
funds to First Nations does not ensure equitable access to as many students as 
possible, and it does not know whether the funds allocated have been used for 
the purpose intended. Moreover, the information available on the 
performance of the program is inadequate. As a result, the Department does 
not know whether program funds are sufficient to support all eligible 
students, and it has no assurance that only eligible students taking eligible 
courses are receiving funding. 


5.99 We also found discrepancies in the information that the Department 
provided to the Treasury Board about the way the program operates. In 
addition, the Department’s reporting to Parliament does not present a 
complete picture of the program. For example, it does not explain why the 
number of students receiving support has been declining over the last several 
years; nor does it provide information on how effective the program has been 
in narrowing the gap in post-secondary education between First Nations and 
Canada as a whole. As the program has evolved, the roles and responsibilities 
of the Department and First Nations have changed. In our view, both parties 
need to work co-operatively to develop and implement a strong 


accountability regime for the program. 
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5.100 Co-operative efforts are needed. We continue to believe that success 
in providing elementary and secondary education to First Nations students 
can be achieved only if their needs and aspirations are appropriately 
identified and served by an education system that is designed to fulfil them. In 
our view, all stakeholders, including the Department, First Nations, 
provinces, school boards, parents of school-age children, and the students, 
need to work together toward a common goal of progress. 


§.101_ The education policy review underway and the periodic renewal of 
authorities for program delivery are positive steps. They provide the 
Department, central agencies, First Nations, and other partners with an 
opportunity to take a fresh look at the education programs’ design, 
administration, and accountability for and reporting of results, with the aim 
of closing the education gap. 


Department’s overall response. First Nations education is one of the highest 
priorities of Indian and Northern Affairs Canada. The gains in education 
have accounted for the single biggest contribution to the closing of the gap in 
the Human Development Index between Aboriginal Canadians and 
Canadian society as a whole. The Department recognizes the importance of 
the issues raised in this chapter and reiterates its commitment to working 
with First Nations and other stakeholders to improve educational outcomes 
for First Nations students. 


Investments over the last 30 years in elementary, secondary, and 
post-secondary education have made a real, tangible impact on the total level 
of First Nations educational attainment. While the Department is committed 
to moving forward with First Nations and other partners as quickly as 
possible, given the complexity of issues such as jurisdiction, geography, and 
demography (as outlined in Appendix A of this chapter), it is clear that 
success in First Nations education must be measured over the longer term. 


Nearly all of the Department’s education programs are delivered either 
directly by or in consultation with First Nations. Since devolution of program 
delivery to First Nations also assumes devolution of some accountability for 
management and results, Indian and Northern Affairs Canada acknowledges 
the need for the Department, First Nations, and other partners to clarify their 
respective roles and responsibilities within a context of shared accountability. 


The follow-up work to the April 2004 Canada 


Roundtable may help to guide the Department’s work in support of improved 


Aboriginal Peoples 


First Nations educational outcomes in the broader context of Aboriginal 
lifelong learning. This more holistic and co-ordinated approach to learning 
will serve as the framework within which the Department, with its First 
Nations partners, can set a clear course for the future in support of First 
Nations control of First Nations education. 
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About the Audit 


Objectives 


Follow-up. The objective of the follow-up audit was to assess the extent to which Indian and Northern Affairs 
Canada has acted on recommendations made in Chapter 4 of our April 2000 Report and in the June 2000 Report of 
the Public Accounts Committee. Specifically, we assessed the extent of improvement in the following areas of 
elementary and secondary education: 


+ resolving long-standing issues and addressing the education gap, 
* defining and documenting roles and responsibilities, 
* developing and using performance indicators, and 


* improving operational performance. 


Post-Secondary Student Support Program. Our audit objectives for the Post-Secondary Student Support Program 
were to determine whether a clear policy and objective are in place within the Department, systems and procedures 
to support program implementation are consistent with the policy and objective, and relevant information is 
reported to Parliament. 


Scope and approach 


Indian and Northern Affairs Canada is the main federal organization responsible for administering elementary and 
secondary education for First Nations students living on reserves, and for supporting First Nations and Inuit 
post-secondary education. 


Follow-up. Our examination focussed on the Department’s progress in addressing the issues raised and 
recommendations made by our Office and by the Public Accounts Committee. It also included a review of progress 
on implementing the Mi’kmaq Education Agreement. 


Post-Secondary Student Support Program. The audit focussed on the activities and results related to the 
Post-Secondary Student Support Program, the major component of the Department’s post-secondary education 
program. We reviewed policy developments and analyzed information since the beginning of the program in 1977. 


The audit team carried out interviews with departmental managers and staff and reviewed relevant documents at 
the Department's headquarters and in four regions (Atlantic, Ontario, Alberta, and British Columbia). We also 
reviewed the elementary, secondary, and post-secondary education files of 20 First Nations in the latter 

three regions. Although we did not audit the activities carried out by First Nations and their organizations, we did 
seek their views on education matters. The team also visited eight First Nations communities. The community visits 
involved discussions with political leaders, education managers, and school principals and teachers, as well as 

_ general observation of education facilities. We also sought the views of national and regional First Nations 
organizations, including the Assembly of First Nations, the First Nations Education Steering Committee, Treaty Six 
Education, and the Mi’kmaw Kina’matnewey, and we reviewed the documentation provided by them. 


Criteria 


Follow-up. Our follow-up audit was based on the following overall criterion: The Department should have made 
reasonable progress in addressing the issues and recommendations made in our April 2000 Report and in the 
June 2000 Report of the Public Accounts Committee with respect to First Nations elementary and secondary 
education. 


Post-Secondary Student Support Program. Our audit was based on the following criteria: 


* The Department has a clear policy and objective for the Post-Secondary Student Support Program. 
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+ Systems and procedures in place to support program implementation are consistent with the approved policy 
and objective. 

* The Department reports relevant information to Parliament about program costs, performance, and results 
relative to the program objective. 


Related audit work 


April 2000 Report of the Auditor General, Chapter 4, Indian and Northern Affairs Canada—Elementary and 


Secondary Education 


December 2002 Report, Chapter 9, Modernizing Accountability in the Public Sector 


Audit team 


Assistant Auditor General: Ronnie Campbell 
Principal: Joe Martire 

Director: André Coté 

Chris Charron 

Mathieu Lefévre 

Catherine Livingstone 


Anupheap Ngoun 
For information, please contact Communications at (613) 995-3708 or 1-888-761-5953 (toll-free). 
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Appendix A Issues and challenges in First Ne 


Jurisdiction 


First Nations people living on reserves receive education funding directly from the federal government, but are required to 
follow standards from the provincial government, for teachers and curriculum. According to Indian and Northern Affairs 
Canada, jurisdictional issues create uncertainty, instability, and confusion in terms of program delivery. For example, it is 
unclear who is responsible for funding the education of First Nations children whose parents have temporarily moved off 
a reserve to attend a post-secondary institution and have brought their children with them. The Assembly of First Nations 
believes that education is an inherent and treaty right that must be under the full jurisdiction of First Nations. 


Geography and demography 


In 2003, about 75,700 First Nations people were living on reserves located in special access areas and 16,500 were 
living in remote regions. In addition, First Nations communities tend to be small; most have fewer than 500 residents. As 
a result, schools in many communities tend to be small, do not benefit from economies of scale, and have difficulty 
providing a range of educational services. 


Parental involvement 


Parenting skills are considered among the strongest predictors of early educational success. Many First Nations parents 

are unprepared for their roles and face significant challenges in the early years of their children’s education. In addition, 

many parents who were educated in the 1960s, 1970s, and 1980s have negative perceptions of formal education. There 
is also a higher incidence of single-parent families on reserves (32 percent) than in the rest of Canada (17 percent). 


Health problems 


Serious health problems exist on many reserves, including fetal alcohol syndrome, diabetes, tuberculosis, and HIV/AIDS. 
Some communities also lack basic services and amenities such as adequate housing and running water. These problems 
can lead to lower attendance rates and increased special education needs. 


Economic conditions 


The average unemployment rate on reserves is significantly higher than the Canadian average. Poor economic conditions 
on reserves can be viewed as both a cause and an effect of lower educational outcomes. If economic opportunities 
following graduation are limited, the motivation of students to complete their education may be affected. At the same 
time, if fewer students graduate and enter the workforce, the existing economic situation may not improve. 


Racism 


The Royal Commission on Aboriginal People and the report of the Minister’s working group on education both noted that 
racism continues to be an obstacle for many First Nations students, especially those attending schools located off 
reserves, According to the working group, low expectations for First Nations students from their teachers are probably the 
most pervasive form of racism in education. 


- Teacher recruitment and retention 


Many First Nations have difficulty attracting and retaining qualified teachers. The causes are attributed to the difficulties 
in paying them a competitive salary; a lack of housing and other private and public services, especially in remote 
locations; and a lack of professional training and systemic support. 


Source: Indian and Northern Affairs Canada and other publications; discussions with departmental officials and First Nations representatives 
(unaudited) 
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Appendix B Key events since the start of assistance to First Nations post-secondary students 


1977 


1983 


1988 


1989 


L991 


1992 


1992 


1994 


1997 


2001 


2003 


Assistance to post-secondary students was formalized for the first time with a program to encourage registered 
Canadian Indians and Inuit to acquire university and professional qualifications. In 1977-78, $9 million was 
provided to support 3,500 students. Funds were paid directly to post-secondary institutions (tuition fees) and to 
eligible students (living allowances). 


The Department introduced the University and College Entrance Preparation Program to recognize mature 
students and others who did not have secondary school education. Bill C-31, which reinstated people who had 
lost their Indian status, contributed to an increase in the number of First Nations student enrolments. 


First Nations and government engaged in major reviews of the initial program. The Auditor General of Canada 
reported that the program did not clearly define management roles and responsibilities, maintain program 
consistency, or provide adequate management information with which to measure program effectiveness. 


The Department was funding 15,000 students and providing $130 million in fundings. Concern about the 
unpredictable and rapid growth of program expenditures prompted the Department to introduce a revised 
program, the Post-Secondary Student Support Program, on 20 March 1989. New rules were introduced. For 
example, funding would no longer be based on demand but on a fixed budget. If the number of eligible 
applicants were to exceed the budget, applications would be deferred. Program administration was transferred to 
First Nations and their organizations, and flexibility to modify program rules was confirmed. 


The government approved incremental funding of $320 million for the program for 1991-92 to 1995-96. 
In 1991-92, $193 million was provided to support 21,440 students. 


In 1992-93, the Department completed a strategic review of the program and found that resources were not 
being provided to meet all First Nations needs. It recommended that a system of block budgeting be used to 
enable First Nations to set their own student support priorities, control resources in their allocated budget, and 
optimize the use of educational and training funds from other sources. 


Funding for the program became part of block-funding multi-year arrangements with First Nations. This program 
was completed in 1997. 


The number of students funded under the program in 1993-1994 grew to 23,000. An additional $20.3 million 
was provided in 1994-95, and $20.0 million for each of the years 1995-96 to 1998-99. This increased the 
total program funding to $247.3 million for 1994-95 and $262.3 million for the remaining four years. 


Block-funding envelopes were capped with annual increases to be allotted according to Treasury Board 
directives. 


The Treasury Board approved renewed authorities for the program. One of the most notable changes was that 
maximum living allowances were to be tied to the Canada Student Loan Program. The Department intended to 
complete, in co-operation with First Nations, a review of the program by 2003. 


The Treasury Board approved an extension of the authorities until 31 March 2005, with slight revisions. 
The Department intends to implement these authorities in 2004—O5. 


Source: Departmental and non-departmental documents; discussions with departmental officials and First Nations representatives (unaudited) 
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Chapter 


Canada Revenue Agency 


Resolving Disputes and 
Encouraging Voluntary Disclosures 


All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 
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Canada Revenue Agency 


Resolving Disputes and 
Encouraging Voluntary Disclosures 


Main Points 


61 A key activity of the Canada Revenue Agency’s Appeals Branch is 
resolving objections to income tax and GST assessments as well as appeals of 
Canada Pension Plan (CPP) and Employment Insurance (EI) rulings and 
assessments. We found that the Branch is resolving most of the income tax 
and GST objections it receives, and it is doing this in a way that is fair and 
impartial. As well, over half of the objections are resolved within the 
timeliness goals that the Agency has set. However, taxpayers can appeal their 
case to the Tax Court of Canada if they have not received a decision from the 
Appeals Branch after 90 days. Many of the Branch’s timeliness goals for 
income tax objections exceed 90 days by a large margin. 


6.2 The Branch is resolving CPP and EI appeals impartially but has 
difficulty resolving them in a timely way. The Agency needs to consider a 
more efficient overall process for dealing with CPP and EI rulings, which are 
issued by the Revenue Collections Branch, and any related appeals of those 
rulings, which are dealt with by the Appeals Branch. 


6.3 The Appeals Branch also administers the Agency’s Voluntary 
Disclosures Program. The program has encouraged taxpayers and GST 
registrants to correct past errors or omissions. However, we found that the 
program is not administered consistently across the country. Further, we are 
concerned that the Agency has gone beyond what Parliament was told the 
legislation supporting the program would be used for. 


Background and other observations 


6.4 ‘Taxpayers and GST (or HST) registrants who disagree with 
assessments by the Canada Revenue Agency on income tax, GST, and excise 
tax matters can file an objection with the Agency. Affected parties who 
disagree with the Agency’s rulings and assessments on Canada Pension Plan 
and Employment Insurance can appeal. These objections and appeals are 
reviewed by the Agency’s Appeals Branch. In 2003-04, appeals officers 
adjusted about 62 percent of the income tax and GST assessments they 
reviewed. 


6.5 The Voluntary Disclosures Program allows taxpayers and GST 
registrants to correct inaccurate or incomplete information previously 
reported to the Agency, or to disclose information not previously reported, 
without penalty or prosecution and sometimes with reduced interest. Its goal 
is to promote compliance with the tax laws. The Agency needs to analyze the 


program’s results to ensure that this goal is being met. 
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2 Chapter 6 


The Agency has responded. The Canada Revenue Agency agrees with all of 
our recommendations. In its responses, it describes actions it will take to 
address the recommendations. 


The Agency disagrees with our concern that it has gone beyond what 
Parliament was told the legislation supporting the Voluntary Disclosures 
Program would be used for. The Agency believes that the intent of Parliament 
is contained in the words of the acts passed by Parliament. 


Report of the Auditor General of Canada—November 2004 


HST—Harmonized sales tax, a combined tax in 
which the goods and services tax (GST) is added 
to the provincial sales tax in the provinces of 

New Brunswick, Nova Scotia, and Newfoundland 
and Labrador, and collected by business owners 


Excise tax—A tax imposed on certain goods 
such as tobacco, wine, jewellery, and certain 
types of vehicles 
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Introduction 


6.6 Taxpayers and GST (or HST) registrants who disagree with 
assessments by the Canada Revenue Agency (CRA) on income tax, GST, and 
excise tax matters can file an objection with the Agency. Affected parties who 
disagree with the CRA’s rulings and assessments on Canada Pension Plan and 
Employment Insurance (CPP and EI) can appeal. These objections and 
appeals are reviewed by the Agency’s Appeals Branch; the Branch’s mandate 
calls for it to conduct these reviews fairly and impartially. A taxpayer, 
registrant, or affected party who disagrees with the Branch’s decision can 
appeal to the courts. 


67 The Branch administers one of the government’s largest administrative 
dispute resolution services. At March 2004, the Agency reported that almost 
$7.6 billion of income tax or GST assessments were in dispute. 


6.8 The Branch had a budget in 2003-04 of about $80 million and some 
1,200 full-time-equivalent staff. Objections and appeals are processed in 

Tax Services Offices and Tax Centres across the country. Headquarters staff 
provide policy direction and technical support and help resolve complex cases. 


6.9 Income tax, GST, and excise tax objections. The income tax, GST, and 
excise tax objections process starts when a taxpayer or registrant files an 
objection with the Agency, setting out the background and reasons for the 
objection. In most cases, the taxpayer or registrant disagrees with an assessment 
issued by the Agency. The assessment usually originates in the Agency’s 
Assessment and Client Services Branch or, in the case of an audit, in the 
Compliance Programs Branch. The disagreement may be with the facts of the ° 
case, the Agency’s interpretation of how the laws apply to the facts, or both. 


6.10 There are three possible outcomes to a valid income tax, GST, or excise 
tax objection. An appeals officer can recommend that the Chief of Appeals 


* confirm the assessment, thereby rejecting the taxpayer’s or registrant’s 
arguments; 


¢ allow the objection in full, thereby overturning the assessment; or 


* confirm part of the assessment and overturn part of it (vary the 
assessment). 


6.11 Taxpayers and registrants who disagree with the Branch’s decision have 
the right to appeal to the Tax Court of Canada. If there is no such appeal of 
the decision, the issues in dispute are considered resolved, even where the 
taxpayer or registrant disagrees with the Branch’s decision but is not willing to 


pursue the issue further. 


6.12 CPP and EI appeals. CPP and EI appeals frequently deal with the issue 
of whether a worker is an employee or is self-employed. Only employees are 
subject to payroll deductions by their employers for CPP and EI. A worker, an 
employer, the Minister of Social Development (for CPP), or the Employment 
Insurance Commission (for EI) can ask the Agency’s Revenue Collections 
Branch for a ruling on whether employment was pensionable (qualified for 
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CPP benefits) or insurable (qualified for EI benefits), what the earnings were, 
and how long the employment lasted. Any of those parties can appeal the 
ruling; the appeal will be reviewed by the Appeals Branch. 


6.13 . The Agency’s auditors audit employers to determine whether they 
have deducted the correct amounts from their employees’ pay for income tax, 
CPP contributions, and EI premiums. Employers have the right to appeal any 
assessment that results from an audit. 


6.14. The Appeals Branch may confirm the original CPP/EI ruling or 
assessment, reject it, or vary it. An affected party who disagrees with the 
decision can appeal to the Tax Court of Canada. 


6.15 Voluntary Disclosures Program. The Appeals Branch also 
administers the Voluntary Disclosures Program. The program allows 
taxpayers and registrants to correct inaccurate or incomplete information 
previously reported to the Agency, or to disclose information not previously 
reported, without penalty or prosecution and sometimes with reduced 
interest. Its goal is to promote compliance with the tax laws. 


Focus of the audit 


6.16 The Appeals Branch is responsible for resolving income tax, GST (or 
HST), and excise tax objections and CPP and EI appeals; for working with 
the Department of Justice Canada in preparing cases for litigation; for 
co-ordinating the income tax and GST fairness provisions that allow the 
Agency to waive or cancel all or part of any interest or penalty owed by a 
taxpayer or registrant; and for administering the Voluntary Disclosures 
Program. This audit covered income tax and GST (but not HST) objections, 
CPP and EI appeals, and the Voluntary Disclosures Program. 


6.17 The objectives of the audit were to determine 


* whether the Appeals Branch of the Canada Revenue Agency is 
resolving objections to income tax and GST assessments and appeals of 
CPP/EI rulings and assessments in a way that is fair, timely, and 
impartial; and 


* whether the Voluntary Disclosures Program is encouraging compliance 
and protecting the tax base. 


6.18 The Branch’s work in the area of litigation was covered in our 1998 
Report, Chapter 5, Interdepartmental Administration of the Income Tax 
System. The administration of the fairness provisions was covered in our 2002 
Report, Chapter 2, Tax Administration: Write-Offs and Forgiveness. Further 
information about the objectives, scope, approach, and criteria for this audit 
can be found at the end of the chapter in About the Audit. 
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compensation payments given to certain 
employees based on gender discrimination that 
had occurred between 1982 and 1997 
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Observations and Recommendations 


Most objections are resolved by the Appeals Branch 


6.19 The Agency received about 73,200 income tax and GST objections in 
2001-02, 69,900 in 2002-03, and 59,000 in 2003-04. The number of 
objections in 2001-02 and 2002-03 were unusual; many of them concerned 
how the interest portion of recent pay equity settlements was to be taxed. 
That issue is currently being adjudicated in the courts. 


6.20 The annual number of objections resolved administratively by 

appeals officers has varied significantly, from 59,300 in 2001-02 to 

64,600 in 2002-03, to 57,600 in 2003-04. Historically, over 93 percent of the 
decisions made by appeals officers are accepted by the taxpayer or registrant 
who objected. The other seven percent are appealed to the Tax Court of 
Canada or the Canadian International Trade Tribunal because the taxpayer or 
registrant disagrees with the decision and is willing to pursue the issue further. 


6.21. Objections range from simple to complex; the majority are simple, as in 
these examples: 


- A taxpayer is assessed because he failed to provide information 
requested by the CRA to support a deduction he made on a tax return; 
he objects to the assessment and provides the information. 


* A taxpayer is assessed because she did not report interest income shown 
ona T5 information slip; she objects to the assessment, explaining that 
the T5 information was wrong. 


Complex objections usually follow an assessment made as a result of an audit. 


6.22. The breakdown of decisions on simple and complex objections in 
2003-04 is shown in Exhibit 6.1. Simple objections represented 77 percent of 
the total number of objections and complex objections represented 

23 percent. But those proportions are reversed when the dollar amounts in 
dispute are considered: simple objections account for about 25 percent of the 
total dollars in dispute and complex objections for about 75 percent. 


6.23. We expected the Branch to keep track accurately of how the amounts 
in dispute were resolved, but we found that it has not done so. Without this 
information, the Branch does not know and cannot report how much of the 
taxes in dispute it confirmed or how much it returned to the taxpayers and 
registrants who objected to their assessments. 


6.24 The Branch’s objective is to resolve tax disputes. By their very nature, 
tax disputes involve money. Keeping track only of the number of objections 
filed and how they were resolved is not sufficient for management to 
understand the impact of the decisions made by appeals officers, nor the 
potential risks to the tax base triggered by objections from taxpayers and 
registrants. It is also essential that the dollar results of the Branch’s decisions 
be recorded to a level of accuracy that permits good analysis and reporting. 


This may involve using estimates in low-risk cases. 
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Exhibit 6.1 Breakdown of decisions on simple and complex income tax and GST objections in 2003-04 


Simple objections Complex objections 


Total objections 


Percentage of Percentage of 
Number of simple Number of complex Number of Percentage of 
Decision decisions objections decisions objections decisions total objections 
Assessment confirmed 14,158 Sore 3,748 S44 17,906 SA 
a el | fetes | st 
Objection allowed in full EKO 40.6 he TMS! PLOW? 17,239 35.9 
‘ heseeeent varied 7,810 PENN 5,026 ANB. J 12,836 26.8 
aa aR HEISEI DIRE DS RCT CREM OG PAT LE CERT ESET MCG MERE ELE EE EL Seka | 
Total 36,989 100.0 10,992 100.0 47,981 100.0 
Cea ee ok a re Dc RG Re re Oe en en mC To 


Source: Analysis of Canada Revenue Agency Appeals Branch database 


6.25 Impartiality. Our interviews and file reviews indicate that appeals 
officers are impartial in reaching their decisions. The Branch’s quality 
monitoring reviews have also found this to be the case. In examining the facts 
of an objection and the applicable laws, officers refer to the Agency’s 
documentation supporting the assessment in question (which may include an 
auditor’s report), together with representations made by the taxpayer or 
registrant. These representations often include new information that was not 
provided previously or was unavailable at the time of the audit. Appeals 
officers also review applicable legislation, court cases, and Agency policies, 
and they discuss the case with appropriate experts when necessary. 


6.26 Appeals officers are expected to do more than check the accuracy of an 
audit. They are expected to try to resolve disputes administratively. If that is 
not possible, the taxpayer or registrant can appeal the decision to the Tax 
Court of Canada, which is a more expensive solution. There are many ways to 
resolve disputes administratively, from simply explaining the basis for an 
assessment, to reaching a common understanding of the facts involved and 
the applicable laws, to agreeing on a settlement. 


6.27 While appeals officers must follow the law and the Agency’s policies in 
deciding on an objection, they can agree to settle when appropriate. For 
example, an auditor disallowed a large portion of a taxpayer’s automobile 
expenses because the taxpayer had not kept a travel log showing separately 
the distances travelled for business purposes and those travelled for personal 
purposes. The taxpayer objected to the assessment, claiming that the 
automobile was used mainly for business purposes. Through discussion and 
review of supporting documents, the taxpayer and the appeals officer were 
able to settle on a figure for expenses that was higher than the auditor had 
allowed but lower than the taxpayer had claimed. In some cases, reaching a 
settlement is fairly straightforward. In other cases it can be difficult, and the 
settlement may be completed by appeals officers at headquarters. 


6.28 Most objections to an assessment are assigned to an appeals officer who 
is at the same job classification level as the assessor or auditor who issued the 
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assessment. Classification levels generally reflect the competencies and 
experience required for a position, with higher levels requiring more 
competencies and experience. But the highest classification for auditors is 
AU6, whereas AU3 is the highest for appeals officers in the field (at 
headquarters it is AU4). Therefore, an appeals officer can be asked to resolve 
an objection to an assessment prepared by an auditor at a higher classification 
level. The more junior appeals officer could allow the objection and reject the 
auditor’s assessment. This happens in practice, and it does not seem logical or 
appropriate, particularly in complicated cases where the issues are often 
highly technical and call for the judgment and experience needed to allow 
taxpayers and registrants to exercise their rights while protecting the public 
purse. At the time of our audit, the Branch was developing a human resources 
strategy to address issues such as the competencies and experience required 
for appeals officers. 


6.29 Alternative dispute resolution. Mediation can be a useful technique 
when a consensus is possible and both sides see its benefits. For example, a 
taxpayer says an asset that has been sold has a fair market value of $100,000 
for calculating the capital gain on the sale; the Agency’s valuators say the fair 
market value is $150,000. If the parties are willing to settle, a mediator may 
find an acceptable resolution to the disagreement. The Agency has discussed 
using mediation for several years, but appeals officers and taxpayers have 
seldom used it. 


6.30 Feedback to auditors. The offices we visited provide appeals decisions 
regularly to technical advisors in the Compliance Programs Branch. Appeals 
officers frequently change assessments issued by auditors from the 
Compliance Programs Branch that are the subject of a taxpayer’s or 
registrant's objection. It is important that the auditors understand why the 
changes are made. It could be that the taxpayer or registrant gave the appeals 
officer information that was unavailable at the time of the audit, or the 
auditor made an error in applying the law to the facts. Technical advisors told 
us that they review the appeals decisions to identify common errors made by 
auditors and areas where training would help clarify the auditors’ 
understanding of the law. They communicate this information to the auditors 
in team meetings and training sessions. 


The Branch is working to improve timeliness 


6.31 Over the last few years, the Agency has emphasized shortening the 
length of time it takes to resolve an objection. Timeliness goals set by the 
Branch were met in over half of the cases in 2003-04 for income tax and GST 
objections (Exhibit 6.2). The goals are based on historical averages and what 
the Branch considers a reasonable expectation, given the resources available 


and a desire to maintain quality. 


6.32. Taxpayers have a legal right to appeal their case to the Tax Court of 
Canada if they have not received a decision from the Appeals Branch within 
90 days of filing an objection. We found that many of the Branch’s timeliness 
goals for income tax objections exceed 90 days by a large margin, and they 
include only the time that an appeals officer actually spends working on the 
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Exhibit 6.2 Over half of the timeliness goals for resolving income tax and GST objections were met in 
2003-04 


Files that met goal 


Timeliness goal (days) (percentage) 

Income tax | 

Initial hese [ 88 | oO : 
| Post assessing ; 88 53.4 7 

nscaeeinie Sotet 12 7 64.8 
Office audit ¥, <i) 156 asi 58.9 cr : 
Tax avoidance 195 | 81.6 
Special investigations 7 ih 196 62.8 
‘Small business audit 43 197 1606 ie 
Special audit 214 33.6 
Medium business audit Ar 65.7 
Large business audit Se 69.0 

GST 182 74.7 


Source: Analysis of Canada Revenue Agency Appeals Branch database 


objection. They do not include time during which the appeals officer may be 
waiting for the resolution of a similar issue in a court case or for a response 
from headquarters or another Agency branch (for example, headquarters has 
180 days or six months to respond to an appeals officer’s request for a legal or 
other opinion). It is not difficult to see why a complicated dispute can take 
one or two years to resolve. However, most taxpayers appear willing to wait 
for an administrative decision before appealing to the courts. 


6.33 In an effort to be more responsive to taxpayers and registrants, the 
Branch now requires that they receive a letter within 30 days of filing an 
objection; the Agency reports that this requirement is met in most cases. The 
letter acknowledges that the objection has been received and estimates how 
long it will take for an appeals officer to contact the taxpayer or registrant. 
Because an appeals officer has not yet reviewed the objection, however, the 
letter does not address the specific issues the taxpayer or registrant is 
disputing. Furthermore, any misunderstanding that the taxpayer or registrant 
may have about the assessment or any need for further documentation to 
resolve the dispute is not addressed until an officer reviews the objection. A 
preliminary review of the objection by an appeals officer and contact with the 
taxpayer or registrant for more information where needed could help resolve 
the objection sooner. 
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Tax base—Income, including capital gains, and 
commodity transactions of Canadian and non- 
resident individuals, corporations, and other 
entities subject to Canadian income taxes, GST, 
and other taxes 


Tax at risk—The amount of tax that a taxpayer 
or registrant is disputing 


Screener—Appeals officers or clerks 
responsible for initially reviewing income tax and 
GST objections to determine whether the 
objection is valid and to record “tombstone” 
data before the objection is assigned to an 
appeals officer 
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Risk to the tax base is assessed inconsistently 


6.34 = In our 1998 Report, Chapter 5, Interdepartmental Administration of 
the Income Tax System, we pointed out that the Agency and the departments 
of Finance and Justice had adopted and were implementing a strategy for 
managing the risks to the tax base in the dispute resolution process. The key 
risk is that legislative deficiencies or administrative shortcomings will not be 
identified in a timely manner and, as a result, the Crown will have to refund 
hundreds of millions of dollars to taxpayers and registrants following an 
unfavourable court decision on a case. 


6.35 The Appeals Branch issued a directive on risk management for income 
tax and GST objections in July 2003, updating a 1996 directive. The update 
defined and discussed risk management and provided a tool for risk detection 
and assessment. In the following months, headquarters staff made 
presentations to some regions on the importance of risk assessment. We found 
inconsistent use of the risk detection and assessment tool in the offices we 
visited. Our interviews with appeals officers suggested that many had not yet 
fully grasped the importance of assessing risk or of using the risk detection 
and assessment tool. Until officers assess the risks of all objections on a 
consistent basis, the Branch is in danger of not identifying in a timely way any 
legislative deficiencies or administrative shortcomings that arise through the 
objections process. We note that the Branch’s quality assurance and 
monitoring reviews have raised similar concerns. 


6.36 Risk assessments would also help identify issues for the “important 
issues” list that the Agency uses as part of the risk management process. 
Reviewed by a risk management committee and issued quarterly, the list . 
describes current high-risk court cases and indicates the amount of tax at risk 
in each case. A case is considered to be high-risk if it involves a lot of money 
or if it has implications for tax policy, tax administration, or social policy. 


6.37 We found that the screeners are familiar with the important issues list. 
They use it regularly to determine whether a new objection has issues similar 
to those on the list. If it does, headquarters is notified so the amount of tax at 
risk can be included with similar cases on the important issues list, and the 
objection is set aside until the lead case on the list is resolved. This allows the 
Agency to keep track of the total tax at risk with each issue, and it prevents 
officers from making decisions that might be contrary to the law as a result of 
the decision on the lead case. 


6.38 We found that appeals officers are also aware of the important issues 
list but do not refer to it regularly to ensure that they are not trying to resolve 
issues similar to those on the list. It is important that appeals officers refer to 
the list regularly, because they have a better understanding than screeners of 
the issues in dispute. Furthermore, objections do not always include enough 
information for the screener to determine whether the issues are similar to 


those on the list. 
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CPP and El appeals 


6.39 Recommendation. The Canada Revenue Agency should 


* accurately record, monitor, and report the amounts involved in disputes 
that are resolved administratively, using estimates where appropriate, to 
understand the impact of the decisions made by appeals officers and the 
potential risks to the tax base triggered by objections; 


* complete the human resources strategy for the Appeals Branch, 
including reviewing the competencies and experience required for 
appeals officers and the related classification levels, and implement it to 
help ensure that the Branch has the right people at the right levels; and 


* develop a plan to strengthen appeals officers’ awareness of the 
importance of managing risks to the tax base and to encourage their use 
of the tools already in place; implement the plan; and monitor the 
results. 


Agency’s response. The Agency agrees with the importance of recording the 
amounts disputed and resolved and we will capture this information in a cost- 
efficient manner. We will also ensure that the importance of this issue is 
reinforced to Agency staff, and the Agency will monitor for consistency in the 
application of the policy. 


The Appeals Branch is in the process of implementing changes to its field 
office organizational structure. This will include a comprehensive human 
resources strategy to ensure that linkages between classification, 
competencies, training, and accountabilities are in place to complement 
annual and multi-year business plans and budgets. 


The process of risk management continues to evolve and the Agency has 
made significant enhancements to this process. They include an expanded 
risk management committee, which includes members from other functional 
areas of the Agency; a risk management working group that leads the 
identification of important issues and develops strategies thereon; and an 
ongoing process with field operations to outline the importance of and 
underlying reasons for risk management, concurrent with the development of 
regional risk management committees to provide input to the risk 
management working group. 


Most appeals are not resolved on a timely basis 


6.40 The Appeals Branch receives over 5,000 CPP and EI appeals annually. 
About half of these appeals are of rulings issued by the Agency’s Revenue 
Collections Branch on questions related to whether a worker is an employee 
or is self-employed. The other half are appeals by employers who have been 
assessed amounts for CPP and EI that they did not withhold from their 
employees and remit. 


6.41. In 2003-04 the Branch resolved about 4,700 CPP and EI appeals 
administratively. Historically, about 65 percent of appeals decisions are 
accepted by those who appealed. The other 35 percent are appealed to the 
Tax Court of Canada because at least one of the appellants disagrees with the 
administrative decision and is willing to pursue the issue further. Because 
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often several appellants are involved, and determining whether a worker is 
an employee or is self-employed is not always a straightforward matter, it 
can be difficult for the Agency to get agreement from appellants on its 
administrative decision. 


642 ‘Timeliness goals set by the Branch for CPP and EI appeals were met 
only about 46 percent of the time in 2003-04 (Exhibit 6.3). We were told 
that this rate reflects the increasing number of complex appeals that take 
longer to resolve. 


Exhibit 6.3 Forty-six percent of the timeliness goals for CPP and El appeals were met in 2003-04 


Files that met goal 

File Timeliness goal (days) (percentage) 
CPP/EI Ronen ee 90 DSi | 
CPP/EI benefits pending ve 43.6 
Appeals following an audit 105 44.2 
Average of all file types — | | 46.3 


Source: Analysis of Canada Revenue Agency Appeals Branch database 


6.43 We found that appeals officers are impartial in examining the laws and 
facts that apply to the disputed ruling or assessment. They often send 
questionnaires to all the parties involved in a disputed ruling and interview 
some or all of them to double-check the facts in the file or to fill gaps in the 
information collected by the Revenue Collections Branch’s rulings officer. — 
However, the overall process is inefficient because often both the rulings 
officer and the appeals officer contact the parties to ask for roughly the same 
information. Furthermore, in resolving disputes administratively the role of 
appeals officers is not to conduct investigations and determine the facts but 
to review the facts and the laws that apply to each case. A review of the 
respective roles of appeals officers and rulings officers and how those roles are 
being carried out could help identify ways to streamline the overall process. 


6.44 Recommendation. The Canada Revenue Agency should improve the 
efficiency of the overall process for Canada Pension Plan and Employment 
Insurance rulings and related appeals. 


Agency’s response. The Agency agrees with this recommendation and has 
already initiated a review of the CPP/EI appeals redress process in 2004, in 


order to identify and address inefficiencies in the process. 


The review is focussed on addressing timeliness and procedural issues and risk 
management of files; it involves representatives from all program partners, 
including Human Resources and Skills Development Canada, the 
Department of Justice Canada, and the Revenue Collections Branch of 


the Agency. 


A preliminary report will be prepared by the end of 2004. 
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Voluntary Disclosures Program 


Response from taxpayers and registrants has been good 


6.45 The Voluntary Disclosures Program allows taxpayers and GST (or 
HST) registrants to correct inaccurate or incomplete information previously 
reported to the Agency, or to disclose information not previously reported, 
without penalty or prosecution and sometimes with reduced interest. Its goal 
is to promote compliance with the tax laws. 


6.46 The program has been around for many years. It was administered by 
the Investigations Division of the Agency until 1999, when it was transferred 
to the Appeals Branch as part of the Agency’s fairness initiative. An 
information circular published in 1973 indicated that taxpayers who made a 
complete and voluntary disclosure would not be prosecuted or assessed 
penalties for gross negligence. This policy was extended to GST registrants in 
1991. Amendments to the Income Tax Act, introduced in 1991 as part of the 
government’s fairness initiative, gave the Minister of National Revenue the 
authority to waive or cancel any interest or penalty payable under the Act. 
An updated information circular on the program was published in 2000 and 


revised in 2002. 


6.47. The number of voluntary disclosure requests increased from 2,500 in 
2000-01 to 6,100 in 2003-04; the associated federal income tax and GST (or 
HST) assessments increased from about $140 million to an estimated 

$459 million. The $459 million is unusually high, due to two large disclosures. 
The Agency’s records show that the issues most frequently disclosed by 
taxpayers and registrants are 


* domestic business income not previously reported; 

* failure to collect and remit GST; 

* information returns not previously submitted; 

* foreign wages and benefits not previously reported; and 


* domestic and foreign interest and dividends not previously reported. 


6.48 The Agency has actively promoted the program in recent years and 
attributes at least some of the increase in disclosures to that promotion. We 
note that while it is fairly easy to find information about the program on the 
Agency’s Web site, the information is limited to the information circular 
published in September 2002, although the program has seen several changes 
since that circular was published (see examples in paragraphs 6.63 and 6.66). 
The changes are reflected in guidelines to staff but have not been made 
public so that all taxpayers and registrants would have equal access to the 
Agency’s policies for the program. 


6.49 The Agency reviewed its administration of the program and reported 
the results of that review internally in February 2004. The review highlighted 
the inconsistent administration of the program across the country, the need 
to revisit certain policies such as “no-name” or anonymous disclosures (see 
paragraph 6.59), and the need to capture and analyze performance 
information to manage the program effectively. The Agency has developed an 
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action plan to address the issues raised in the review and is beginning to 
implement it. 


The way the program’s legislative authority is being used raises concerns 


6.50 The Agency notes that the legislative authority for the program is 
subsection 220(3.1) of the Income Tax Act and sections 88 and 281.1 of the 
Excise Tax Act. These authorities are similar; essentially they allow the 
Minister of National Revenue to waive or cancel all or any portion of any 
penalty or interest otherwise payable under the Acts (amounts waived have 
not yet been charged; amounts cancelled have already been assessed). 


6.51 When subsection 220(3.1) was introduced in 1991, the Department of 
Finance told Parliament in its Technical Notes that the Minister’s discretion 
to waive or cancel penalties and interest would generally be used in cases 
where taxpayers had encountered extraordinary circumstances that were 
beyond their control. The Department gave some examples of extraordinary 
circumstances: 


* natural or human-made disasters such as flood or fire; 
¢ civil disturbance or disruption of services, such as a strike; 


* recent serious illness or accident that prevented or delayed the filing of a 
return or making of a payment; and 


* erroneous information received from the Agency in the form of 
incorrect written answers or errors in published information. 


6.52. Further, Parliament was told that the Minister would not use the 
provision unless the taxpayer had taken a reasonable amount of care in 
attempting to comply with the requirements of the Act. The Department said 
that if the taxpayer had delayed paying or complying because of neglect or 
lack of awareness, the penalty or interest would not be cancelled or waived. 


6.53 We support the goals of the Voluntary Disclosures Program and 
acknowledge the good response from taxpayers and registrants. However, we 
are concerned that the Agency has gone beyond what Parliament was told 
the legislation supporting the program would be used for. The overall thrust of 
the Department of Finance’s Technical Notes related to subsection 220(3.1) 
of the Income Tax Act is that the provision is to be used to provide some relief 
to taxpayers when they find themselves in extraordinary circumstances that 
are generally beyond their control. In the case of the Voluntary Disclosures 
Program, many of the disclosures relate to income that was intentionally 
never reported. Using subsection 220(3.1) to waive the penalties and some of 
the interest on those disclosures clearly goes beyond the overall thrust of the 
Technical Notes and may go beyond what Parliament intended the subsection 


to be used for. 


Administration of the program has inconsistencies 


6.54 Administering the program is a difficult balancing act. On the one 
hand, officers want to encourage taxpayers and registrants to correct past 
errors or omissions and become compliant. On the other hand, they need to 
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ensure that the program is fair to compliant taxpayers and registrants and is 
not seen as a free ride or a reward for non-compliance. This calls for a lot of 
judgment on the part of officers, and solid support from headquarters, to 
ensure that the balance is maintained and the program is administered 
consistently across the country. We found that the program is not 
administered consistently, and we are concerned that the balance is not 
being maintained. 


6.55 Changing use of the program. The information circular says that 
taxpayers and registrants may use the program to correct inaccurate or 
incomplete information or to disclose information not previously reported, 
without penalty or prosecution. Officers told us that they thought the primary 
goal of the program was to encourage those who had been evading tax to 
come forward and set the record straight without fear of penalty or 
prosecution. In many ways, the information circular and the guidance given 
to the officers reflect this view. However, officers find themselves handling 
more and more cases of taxpayers and registrants who want to correct errors 
made on past returns without incurring a penalty. 


6.56 Officers need to use a lot of discretion and judgment in dealing with 
these different types of disclosures. In some offices, the staff administering the 
program may not have enough experience and training to exercise their 
discretion in a way that promotes the consistent administration of the 
program across the country. Further, there is no job description or 
classification for officers of the program and no specific training requirements; 
most Tax Services Offices are using appeals officers. We note that the Agency 
recently provided its officers with a Web-based self-training module on 

the program. 


6.57 Enforcement actions invalidate a disclosure. The information 
circular says that a disclosure may not qualify as a voluntary disclosure if it is 
found to have been made with knowledge of an audit, investigation, or other 
enforcement action initiated by the Agency. We found that officers checked 
to see whether there was any enforcement action underway before approving 
a voluntary disclosure. In most cases this was a relatively easy task. In some 
cases an enforcement action had started but the taxpayer or registrant had 
been unaware of it, so the disclosure could still be considered voluntary. 


6.58 Ina few cases, the taxpayer or registrant was aware that an audit was 
underway. In such situations, officers are advised to use their discretion in 
determining how closely the audit relates to the voluntary disclosure the 
taxpayer or registrant has attempted to make. Only if there is a close 
connection will the disclosure be considered invalid. For example, if auditors 
were doing a restricted audit (an audit that focusses on one to three issues) of 
income tax issues and the taxpayer/registrant wanted to make a voluntary 
disclosure related to GST, the disclosure would probably be considered valid 
because it is unlikely that the audit would have discovered a GST issue. 
Given the changing use of the program, it is likely that officers will have to 
make more of these judgment calls. 
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6.59 Anonymous or “no-name” disclosures. The information circular 
points out that those who are unsure that they want to make a voluntary 
disclosure are entitled to discuss their situation anonymously or as a 
hypothetical case. We found inconsistencies in the application of this policy 
from office to office. 


6.60 The program provides protection from penalties and prosecution on 
the understanding that the disclosure is voluntary, complete, and not 
triggered by an Agency enforcement action such as an audit. In the case of an 
anonymous disclosure, it is not clear when that protection begins. Some 
officers told us they would give protection from the date of the first contact, 
when they would likely have little information about the taxpayer or 
registrant, the amounts involved, and whether the disclosure would even 
qualify under the program. Other officers told us they would give protection 
only from the date when they had enough information to determine that the 
disclosure could be accepted under the program. Still other officers felt that 
no protection should be provided until the name of the taxpayer or registrant 
was revealed. 


6.61 The guidelines state that protection should be granted from the date 
on which the taxpayer or registrant is identified or when the Client 
Agreement Form is signed, whichever date is earlier. There is a risk in 
providing protection too early, before the officer has enough information to 
determine that the disclosure can be accepted under the program. But being 
too strict risks discouraging non-compliant taxpayers and registrants from 
coming forward. 


6.62. We noted one GST case that highlights the difficulties with anonymous 
disclosures and enforcement actions (see page 16, A voluntary disclosure of 
goods and services tax). The issues the Agency had to deal with were the 
effective date of protection for an anonymous disclosure and whether an 
enforcement action had been initiated before that date. Complicating this 
case was the difficulty of calculating the amounts involved and the length of 
time it took from the initial contact to the disclosure of the name of one of 
the companies involved. As we have noted, applying the program is a 
balancing act. At the same time, we believe that taxpayers and registrants 
should have to identify themselves fairly early if they want to receive the 
program’s protection from penalties and prosecution. 


6.63 Interest relief. While the information circular makes no mention of 
interest relief under the program, the guidance given to officers does—it says 
that taxpayers and registrants are expected to pay a reasonable amount of 
interest. But it also authorizes officers to consider relief of part of the interest 
charged on assessments of older-year returns. In particular, officers may 
consider reducing the interest rate by 4 percent for income tax assessments 
on the years preceding the latest three years for which returns were required. 
For example, a taxpayer voluntarily discloses that she did not report dividend 
income from an offshore investment for the years 1995 to 2002. Using the 
guidance, the officer would consider reducing the interest rate by 4 percent 
for the years 1995 to 1999. The guidance goes on to say that there may be 
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A voluntary disclosure of goods and services tax 


Several GST registrants, some of whom were related, discovered in the spring of 2000 
that they had made an error in remitting the GST on certain transactions. The 
registrants’ representative contacted a Voluntary Disclosures Program officer in 

May 2000 to say that the registrants wanted to voluntarily disclose the error to avoid 
the penalties that normally would be charged. No names and few details were 
provided to the Agency at that time. 


Agency officers and the representative continued to discuss the issue until May 2002, 
when the representative signed the Client Agreement Form on behalf of the registrants 
and provided specific information about the error, including an estimate of the 
amounts and the number of companies involved. However, the names of the 
companies still were not disclosed, and their representative asked that the effective 
date of protection under the program be 1 May 2000, the date when the Agency was 
first contacted. 


In September 2002, the representative again wrote the Agency noting that one of the 
companies, still unnamed but called B company, had been contacted for a GST audit 
in April 2002. The audit would include part of the period covered by the proposed 
voluntary disclosure. The representative argued that under the Voluntary Disclosures 
Program the company should still be entitled to protection, because the effective date 
of protection was 1 May 2000 (according to the Agency’s policy, it should have been 
May 2002, the date the Client Agreement Form was signed, but local officers decided 
to override the policy). The auditor was not told that B company had applied for a 
voluntary disclosure. 


In June 2003 the representative wrote to the Agency, indicating that the GST auditor 
was proposing to assess B company for the tax on transactions that were part of the 
proposed voluntary disclosure, as well as the related interest and penalties. The 
representative then identified the company. After much discussion, the Agency agreed 
in February 2004 to accept the disclosure as voluntary and to waive the penalties and 
interest that would have been assessed after the audit. 


exceptional circumstances that warrant interest relief of more than 4 percent, 
but it does not give any criteria to consider in making that decision. 


6.64 We found that officers were automatically reducing the interest rate by 
4 percent on all voluntary disclosures that covered more than three taxation 
years, without considering whether the interest that would then be paid was a 
reasonable amount based on the nature of the disclosure. Headquarters 
officials had advised them to proceed in this way so that the rate of interest 
paid on voluntary disclosures would be the same as the government’s Treasury 
Bill rate over the short term. 


6.65 Inconsistency with the “fairness provisions.” Under legislation 
referred to as “fairness provisions,” the Agency can waive or cancel all or part 
of any interest or penalty owed by a taxpayer because of a delay or error by the 
Agency, circumstances beyond the taxpayer’s control, or the taxpayer's 
inability to pay. The goal is to help taxpayers resolve problems that arise in 
these situations. Fairness requests are handled by staff at all Tax Services 
Offices and Tax Centres. Each request is considered separately, and the 
decision takes into account the facts presented by the taxpayer. The Appeals 
Branch has overall responsibility for co-ordinating the use of the fairness 
provisions. In our view, the policy of automatically providing interest relief for 
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voluntary disclosures is inconsistent with the Agency’s practices in providing 
interest relief under the fairness provisions, because it does not take the facts 
of each disclosure into consideration. 


6.66 Years to be assessed. Voluntary disclosures must be complete 
disclosures. However, some amounts that are disclosed may not be assessed. 
While the information circular does not discuss this, the guidance given to 
officers does. For example, if a taxpayer knowingly has not reported income 
from offshore investments for the last 20 years, the taxpayer must disclose this 
and the officer has to determine how much of that income is to be assessed. 
Making that decision means finding the balance between what the taxpayer 
owes and what the taxpayer is willing to pay to become compliant, taking into 
account that the result also has to be fair to taxpayers who have been 
compliant. The guidance states that when omissions have occurred in any of 
the most current six years for which taxes are due, the officer should include 
those years in the assessment. But when the omissions also occur in years 
other than the most current six, the officer must determine whether other 
years should also be included by considering factors such as 


* how material the omission is in relation to the amounts originally 
reported; 


* whether a significant portion of the omission relates to years prior to the 
most Current six; 


* the taxpayer’s or registrant’s compliance history; and 
* how long the taxpayer or registrant has been non-compliant. 


6.67 We found that there were significant inconsistencies in the way this 
guidance is followed across the country. Taxpayers and registrants in similar 
circumstances are not being treated consistently. 


Analysis of results is needed 


6.68 The Agency is collecting some information on the Voluntary 
Disclosures Program. Each quarter, officers report the number of cases closed, 
the types of issues disclosed (such as failure to collect and remit GST), and 
the amounts of additional tax assessed. However, the Agency is not using this 
information in any detail to determine whether the program is meeting its 
objectives or to help it manage the program. In part this is because officers are 
not reporting the information consistently, and there is no computer program 
to roll up the results. 


6.69 Nor is the Agency analyzing the types of cases being processed under 
the program. This is important information because it can indicate sources of 
non-compliance, information that would help the Compliance Programs 
Branch improve its compliance programs. For example, in 2003-04 the 
largest number of voluntary disclosures dealt with previously unreported 
domestic business income. This would suggest that the Compliance Programs 
Branch should review the work it does to detect unreported domestic 


business income. 
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6.70 The Agency is not following up on taxpayers and registrants who have 
come forward through the Voluntary Disclosures Program to ensure that 
they remain compliant. This is particularly important to prevent misuse of 
the program. 


6.71 Recommendation. The Canada Revenue Agency should 


* implement its February 2004 action plan, with particular emphasis on 
aspects designed to ensure that the program is administered consistently 
across the country; 


* analyze the results of the program to determine whether its objectives 
are being met; and 


* follow up on taxpayers and registrants that have used the program to 
ensure that they remain compliant. 


Agency’s response. The Agency agrees with the recommendation and has 
started the following: 


* Implementing the February 2004 action plan that will address 
consistency issues. 


« Enhancing the analysis capacity of the Appeals Branch. 


« Monitoring periodically and addressing risk associated with future non- 
compliance. A review is currently underway to identify, analyze, and 
assess ongoing compliance of clients, and based on the results, we will be 
incorporating voluntary disclosures into the Agency’s issue-based risk 
assessment system. 


The Agency notes that the Auditor General believes the CRA has gone beyond 
what Parliament was told the legislation supporting the Voluntary Disclosures 
Program (VDP) would be used for. The Agency maintains, with the reassurance 
of the Department of Justice Canada, that the intent of Parliament is contained 
in the words of the acts as passed by Parliament. Furthermore, since enactment 
of the legislation in 1991, circumstances covered by the VDP policy have been 
the subject of various parliamentary debates. 


Conclusion 


6.72. The Appeals Branch is resolving objections to income tax and GST 
assessments in a way that is fair and impartial. As well, over half of the 
objections are resolved within the timeliness goals the Agency has set. 
However, taxpayers can appeal their case to the Tax Court of Canada if they 
have not received a decision from the Appeals Branch after 90 days. Many of 
the Branch’s timeliness goals for income tax objections exceed 90 days by a 
large margin. The Agency needs to ensure that appeals officers fully grasp the 
importance of assessing the potential risks to the tax base from the objections 
they review and completing the risk assessments regularly. 
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673 The Appeals Branch is having difficulty resolving appeals of CPP and 
EI rulings and assessments in a timely way, although it resolves them 
impartially. More work is needed to improve the efficiency of the overall 
process for CPP and EI rulings, which are issued by the Revenue Collections 
Branch, and any related appeals of those rulings, which are dealt with by the 
Appeals Branch. 


674 ‘Taxpayers and registrants are using the Voluntary Disclosures Program 
to become compliant, by correcting inaccurate or incomplete information 
previously reported to the Agency or by disclosing information not previously 
reported. However, the program’s inconsistent administration across the 
country raises concerns about whether the Agency is protecting the tax base. 
As well, we are concerned that the Agency has gone beyond what Parliament 
was told the legislation supporting the program would be used for. 
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About the Audit 


Objectives 
The objectives of the audit were to determine 
* whether the Appeals Branch of the Canada Revenue Agency is resolving objections to income tax and GST 
assessments and appeals of CPP/EI rulings and assessments in a way that is fair, timely, and impartial; and 
* whether the Voluntary Disclosures Program is encouraging compliance and protecting the tax base. 
Scope and approach 
The audit focussed on the Agency’s policies and procedures for reviewing 
* notices of objection from taxpayers and registrants who disagree with the Agency’s decisions in income tax and 
GST; and 
* appeals from workers, employers, the Minister of Social Development (for CPP), or the Employment Insurance 
Commission (for EI) who disagree with the Agency’s rulings and assessments on CPP and EI. 
The audit also reviewed the Agency’s administration of the Voluntary Disclosures Program, which allows taxpayers 


and registrants to correct inaccurate or incomplete information previously reported to the Agency, or to disclose 
information not previously reported, without penalty or prosecution and sometimes with reduced interest. 


We did not include the fairness provisions which provide for forgiving interest and penalties to taxpayers unable to 
comply with the law due to circumstances beyond their control. The administration of these provisions was covered 
in our 2002 Report, Chapter 2, Tax Administration: Write-Offs and Forgiveness. We also did not include the 
Branch’s work in the area of litigation, which was covered in our 1998 Report, Chapter 5, Interdepartmental 
Administration of the Income Tax System. 


We conducted our audit work at the Agency’s head office, eight Tax Services Offices, and two Tax Centres. We 
reviewed selected cases, interviewed management and staff, and analyzed data, monitoring reports, and other 
information provided by the Agency. 


Criteria 
Our audit was based on the following criteria: 


* Reviews and decisions should be based on an impartial examination of the laws and facts applicable to the 
contested Agency decision. 

* Performance goals should be established for timeliness in completing appeals decisions, and actual completion 
times should be measured against the set goals. 


* The Agency should have a risk management strategy, and to protect the tax base it should implement a process 
for dealing with risks related to objections and appeals. 


* The Agency should ensure that the objections and appeals process is transparent. 


* The Agency should have a strategy and implement a process to ensure that it has the right people in the right 
place at the right time and that they are adequately trained to do the work assigned. 


* The Agency should monitor and analyze the results of disputes to determine how effective it is in resolving 
contested decisions and to improve its effectiveness. 


* The Voluntary Disclosures Program should be designed and implemented in such a way that it encourages non- 
compliant taxpayers to comply while at the same time protecting the tax base. The implementation of the 
procedures should be monitored regularly. 


+ The Agency should have adequate information about the Voluntary Disclosures Program to ensure that it is 
meeting its intended objectives. 
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* The Voluntary Disclosures Program should operate within the legislative authority provided to the CRA and 
the fairness policies established by the CRA. 


Audit team 


Assistant Auditor General: Andrew Lennox 
Principal: Jamie Hood 
Directors: John Pritchard (lead), Katherine Rossetti 


Lucie Després 
Catherine Johns 
Arnaud Schantz 


For information, please contact Communications at (613) 995-3708 or 1-888-761-5953 (toll-free). 
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All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 
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Grants, contributions, and contracts were reasonably reported 
A loan guarantee was not included 


Not all relevant information requested 


Adequacy of reforms 


The first response to Question 37 demonstrated a need for reforms 
Common deficiencies in the process to respond to order paper questions 


Strengthening the process for responding 


Common understanding of terminology needed 

More contextual information would improve the quality of responses 

Responses would be more complete with information from relevant Crown corporations 
Strengthening departmental search procedures 
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Main Points 


711. The written questions (order paper questions) that members of 
Parliament submit to the government are an important part of the 
parliamentary system. They are among the tools that members of Parliament 
can use to hold the government to account. In February 2004, the Governor 
in Council asked our Office to carry out an audit of the second response to 
Order Paper Question 37, provided in January 2004. It relates to transactions 
with the holdings of the blind management agreement of the former Minister 
of Finance. In preparing its response the government used the time period of 
January 1993 to October 2003, which was the longest time period possible for 
the response. 


7.2 Except for the effect of the practices noted below, we have concluded 
that the process was sufficient for the response to Order Paper Question 37 
dated 28 January 2004, in the amount of $161 million, to be reasonably 
complete with respect to grants, contributions, and contracts from the 
government. Port authorities, as shared governance organizations, were not 
asked to respond to Question 37 because, in the opinion of the government, 
these kinds of organizations are not considered to be part of government. In 
our opinion the port authorities, which are included in the Public Accounts 
of Canada as part of the government, are agencies of government and should 
have been tasked with responding to the question. We cannot quantify the 
effect on the government’s response of the practice of not seeking 
information from all relevant organizations. 


73. The government exercised considerable oversight in developing the 
second response to Question 37. We noted that the process followed was 
more rigorous than for the first response. While recognizing the limitations of 
government systems and the difficulties in responding to questions that cover 
long periods of time, we noted that there was room for improvement. 


74 — In addition, the response did not include the government’s guarantee 
of a $10 million loan by a commercial bank to a company included in the 
holdings of the blind management agreement of the former minister of 
Finance between November 1993 and November 1994. The loan guarantee 
was issued in June 1993, before the start date of the blind management 
agreement in November 1993. The CSL Group Inc., which was one of several 
companies that had a minority interest in the company, disposed of its 
interest in November 1994. The government, which was the majority 
shareholder in the company, made no payments in connection with this 


guarantee. 
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75 In March 2004, as a result of difficulties encountered in preparing a 
response to Question 37, the Government House Leader announced a series 
of reforms intended to ensure that parliamentarians would receive adequate 
information in responses to their questions. For example, the Privy Council 
Office may designate a lead department to co-ordinate, review, and validate 
responses to complex, horizontal questions that involve several departments 
and agencies. Also, the Privy Council Office is now asking departments to 
designate a senior official to sign a statement of completeness certifying that 
the information in the response is complete and accurate. While these are 
positive initiatives, they have yet to be fully implemented. 


76 In addition to Question 37, we audited four other order paper 
questions. We have concluded that the process used to answer those four 
questions, as was the case for the first response to Question 37, led to 
incomplete responses. The reasons for the incomplete responses include the 
following: 


* Key terms were not defined by the Privy Council Office. 


* There was a lack of appropriate level of care by departments in searching 
for information. 


* There was a failure of organizations to provide the requested 
information in their responses. 


This conclusion cannot be generalized to responses to all order paper 
questions. 


7.7. Additional measures, beyond those announced by the government in 
March 2004, are needed to strengthen the process of responding to order 
paper questions. Such measures would include, for example 


* clarifying the questions to ensure more relevant, useful responses; 

* providing members of Parliament with contextual information and the 
limitations in preparing the response; 

* obtaining full responses from all relevant Crown corporations; 

* strengthening departmental search procedures; 


* presenting responses in an aggregated format, which could be more 
useful to a member of Parliament; and 


* updating the Privy Council Office’s process for tracking questions and 
responses. 


7.8 In the case of Question 37, we noted that the process for completing 
the public declaration of declarable assets should be strengthened by 
requiring the trustee to certify that the information provided to the Office of 
the Ethics Commissioner is complete. 


79 The government should address the recommendations set out in this 
report to strengthen the process that supports an important aspect of our 
Parliamentary system of government—the right of members of Parliament to 
receive the information necessary to hold the government to account. 
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Background and other observations 


7.10 


The Government of Canada is a large and complex organization. 


Information systems vary within departments and across government. It can 


therefore be difficult to get complete and accurate information to answer 
questions from members of Parliament, particularly those that ask for 
information over longer periods of time. 


7.11 


The government faces a significant number of challenges in responding 


to order paper questions. These include 


changes in the structure of government departments over time, 


changes to government information systems and the introduction of 
new systems, 


the government’s policy of retaining records for the current year and the 
previous six years, and 


departmental information systems designed to meet management’s 
needs and not necessarily structured in a way that supports responses to 
order paper questions. 


The government has responded. The government is in agreement with our 
recommendations. Its responses are included throughout the chapter. 
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Introduction 


7.12 In February 2004 the Governor in Council requested the Auditor 
General of Canada to conduct an audit under Section 11 of the Auditor 
General Act to inquire into and report on the following three questions: 


+ Was the answer provided to Order Paper Question 37 on 
28 January 2004 a satisfactory response based on the information that 
the government possessed? 


* Are the reforms proposed by the Leader of the Government in the 
House of Commons to handle order paper questions sufficient to ensure 
adequate information is provided to parliamentarians? 


¢ If the reforms are not sufficient, what other steps should be undertaken, 
including, but not limited to, reforms to the government’s information 
systems? 


1.13 Question 37. Question 37 asked, “Since 1993, what grants, 
contributions, contracts and/or loan guarantees made either through a Crown 
corporation, department, and/or agency of the government were received by 
the holdings of the ‘Blind Trust’ of the former Minister of Finance specifying 
the source and dollar amount, date made, reason(s) for providing the funding, 
and present status of the grant, contribution, and / or loan guarantee, 
(whether repaid, partially repaid or unpaid—including the value of the 
repayment—in the case of contracts please specify whether the contract is 
fulfilled, whether it was tendered and any reason for limiting the tender)?” 


The importance of written questions within the parliamentary system 


Our description of the rules of the House in 7.14 Members sit in the House of Commons to serve as representatives 

paragraph 7.14 is based on House of Commons of the people who have elected them to that office. They have 

Procedure and Practice, (2000) Marleau, f roe ie ; 

Robert: Montpetit, Camille. wide-ranging responsibilities which include work in the Chamber, 
committees, their constituencies and political parties. ... Besides 


participating in debates in the Chamber and in committees, and 
conveying their constituents’ views to the government and 
advocating on their behalf, Members also have responsibilities in 
many other areas: 


* They act as ombudsmen by providing information to 
constituents and resolving problems. 


¢ They act as legislators by either initiating bills of their own or 
proposing amendments to government and other Members’ bills. 


* They develop specialized knowledge in one or more of the policy 
areas dealt with by Parliament, and propose recommendations to 
the government. 


* They represent the Parliament of Canada at home and abroad by 
participating in international conferences and official visits. 


(186-7) 
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The right to seek information from the Ministry of the day and the 
right to hold that Ministry accountable are recognized as two of the 
fundamental principles of parliamentary government. Members 
exercise these rights principally by asking questions in the House. 
... [T]he search for or clarification of information through 
questioning is a vital aspect of the duties undertaken by individual 
Members. Questions may be asked orally without notice or be 
submitted in writing after due notice. (415) 


Provisions allowing for written questions to be posed to the 
Ministry and to private Members have been included in the rules 
of the House of Commons since 1867. (439) 


In general, written questions are lengthy, often containing two or 
more subsections, and seek detailed or technical information from 
one or more government departments or agencies. Restrictions 
governing the form and content of written questions are found 
both within the rules and as a result of custom, usage, and 
tradition. ... With time, and following several Speakers’ 
decisions, the list of restrictions grew very long. Concurrently, some 
became outdated or irrelevant. Thus, a very large measure of 
responsibility for ensuring the regularity of written questions fell to 
the Clerk [of the House]. Aside from a 1965 Speaker’s statement, 
indicating that some of these restrictions no longer applied, there is 
no definitive [list of restrictions]. (440-41) 


A written question is judged acceptable if it satisfies the general 
guidelines for oral questions and the restrictions provided in [the 
procedural] rules. The purpose of a written question is to obtain 
information, not supply it to the House. A question must be 
coherent and concise and the subject matter must pertain to 
‘public affairs’; ‘no argument or opinion is to be offered, nor any 
facts stated, except so far as may be necessary to explain the same.’ 


(441) 


The guidelines that apply to the form and content of written 
questions are also applicable to the answers provided by the 
government. As such no argument or opinion is to be given, and 
only the information needed to respond to the question is to be 
provided in an effort to maintain the process of written questions 
as an exchange of information rather than an opportunity for 
debate. It is acceptable for the government, in responding to a 
written question, to indicate to the House that it cannot supply an 
answer. On occasion, the government has supplied supplementary 
replies to questions already answered. (443) 


There are no provisions in the rules for the Speaker to review 
government responses to questions. Nonetheless, on several 
occasions, Members have raised questions of privilege in the House 
regarding the accuracy of information contained in responses to 
written questions; in none of these cases was the matter found to 
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bea ... breach of privilege. The Speaker has ruled that it is not 
the role of the Chair to determine whether or not the contents of 
documents tabled in the House are accurate nor to ‘assess the 
likelihood of an Hon. Member knowing whether the facts 
contained in a document are correct.’ (443) 


715 Exhibit 7.1 presents some examples of the many restrictions in force for 
written questions, as taken from Beauchesne’s Parliamentary Rules and Forms of 
the House of Commons of Canada. 


ee eee 
Exhibit 7.1 Some restrictions governing the form and content of written questions 


A written question must not 
° be of unreasonable length; 
* be ironical, rhetorical, offensive, trivial, vague, meaningless, or hypothetical; 


* contain an expression of opinion, epithet, innuendo, satire, ridicule, inferences, 
imputations, or charges of a personal character; 


* repeat in substance a question already answered; 
* ask the government’s opinion on matters of policy; 


* raise a matter of policy too large to be dealt with in the limits of an answer to a 
question; 


* criticize decisions of the House; and 


* seek information on secret matters, such as decisions or proceedings of Cabinet, or 
advice given to the Crown by law officers. 


Source: Beauchesne's Parliamentary Rules and Forms of the House of Commons of Canada (with 
Annotations, Comments and Precedents), 6th edition, (1989) Fraser, Alistair; Dawson, W.F.; 
and Holtby, John. Adapted by permission of Carswell, a division of Thomson Canada Limited. 


Description of process for written questions 


7.16 A number of steps are associated with the process for order paper 
questions. These steps are intended to help ensure that a member of 
Parliament who submits a question receives a response that contains the 
requested information. Exhibit 7.2 describes the process for responding to a 
typical Order Paper question such as Question 37—the main subject of 
this audit. 


7.17 A total of 385 written questions were asked in the 36th Parliament and 
586 in the 37th Parliament. The members of Parliament requested a response 
within 45 days for about 70 percent of the questions posed. Of those 
questions, 91 percent were answered within the 45-day period. 


Focus of the audit 


7.18 The focus of our audit was to assess whether the process followed for 
the second response to Question 37 was sufficient to provide a reasonably 
complete response to Parliament and whether the reforms announced were 
sufficient to ensure adequate information is provided to parliamentarians. 
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Public declaration of declarable assets—For 
purposes of a blind management agreement, the 
public declaration of declarable assets lists the 
assets that a public office holder has in the 
agreement. 


Public office holder—A public office holder 
can be a minister of the Crown, a secretary of 
state, a parliamentary secretary, or a person 
other than a public servant who works for a 
minister of the Crown or a minister of state; a 
Governor in Council appointee (with a few 
exceptions) or full-time ministerial appointee 
designated by the appropriate minister of the 
Crown. 


Blind management agreement—tt is one of 
the mechanisms that a public office holder uses 
to comply with the Conflict of Interest and 
Post-Employment Code for Public Officer 
Holders. It places the assets of the public office 
holder in the hands of a manager who is at arm’s 
length. The manager exercises all of the rights 
and privileges associated with those assets. 


Challenges in responding 
to questions 


7.19 ‘To assess the adequacy of the reforms, we selected two other order paper 
questions answered before the government’s reforms were announced, to 
document and test the process used to respond to order paper questions at that 
time. We also selected two order paper questions that members of Parliament 
asked after 2 March 2004, the date on which the government’s reforms were 
to be implemented. Our audit of these two questions tested whether the 
reforms were working as intended. Our assessment of the responses to 
Question 37 and the four other order paper questions took us into many 
government departments, Crown corporations, and agencies. We also 
examined the process of preparing the public declaration of declarable assets 
by the former minister of Finance and how it was monitored by the former 


Office of the Ethics Counsellor. 


7.20 Given the limitations to the government systems, the 10-year period 
covered by the question, and the policy on records retention, it was not 
feasible for the government or for us to provide assurance on whether the 
answer to Order Paper Question 37 was complete. We examined the process 
that was followed to respond to Question 37 to determine whether the 
government provided a reasonably complete response to Parliament based on 
the information that the government possessed and given the inherent 
limitations of those systems. The audit did not include an assessment of the 
process used to award contracts to the companies involved. We could not 
audit the use of sub-contractors because the information is not contained in 
the government’s information systems. Nor did we audit the completeness of 
the list of holdings in the blind management agreement of the former minister 
of Finance because this information relates to privately held companies, 
including The CSL Group Inc. Auditing such information is outside the 
mandate of the Auditor General of Canada. (Question 37 referred to a “blind 
trust.” The arrangement is actually called a blind management agreement.) 


7.21. Finally, the determination of whether a response is satisfactory or not 
is a judgment that appropriately rests with members of Parliament. We 
assessed whether the process followed for the second response to Order 
Paper Question 37 was sufficient to provide a reasonably complete response 
to Parliament. 


7.22. For more information on the audit, see About the Audit at the end of 
the chapter. 


Observations and Recommendations 


7.23. The government can face a significant number of challenges in 
responding to order paper questions. These include 


* the complexity of an organization as large and diverse as the 
Government of Canada, 


* changes in the structure of government departments over the time 
period covered by many order paper questions, 
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ee ee eee 
Exhibit 7.2 Process used until March 2004 to respond to an order paper question 


Member of Parliament—A member of Parliament forwards his or her question to the Clerk of the House. The Clerk, acting for the 
Speaker, ensures that the question complies with the rules of the House and that the member has no more than four questions on 
the Order Paper at any one time. The question is given a number and translated. The question appears once on the Notice Paper and 
then is transferred to the Order Paper. 


The Privy Council Office—The Office of the Co-ordinator of Parliamentary Returns, in the Privy Council Office, scans the Notice 
Paper daily for new questions. The question is analyzed and assigned. 


A notice is sent by courier to responsible departments, agencies, and Crown corporations with the question and instructions, if 
applicable. The Office indicates 


* whether it is a ministerial question (one minister responds) or a shared question (more than one minister responds), 
* which organization is tasked with responding to the question, and 
* whether the member of Parliament requested a response within 45 calendar days. 


Departments—A parliamentary returns officer in each organization ensures that the question is actually the responsibility of that 
organization. If the question is not within its jurisdiction or if other organizations should be added, the officer advises the Office of 
the Co-ordinator of Parliamentary Returns. If organizations need clarifications, they must call the Office. If there is only one 
respondent, the department may call the member of Parliament directly. 


The returns officer forwards the question to the appropriate branches with instructions and a deadline date. All answers to a 
question should be prepared as of the date of the question. 


After receiving a response from the branches, the returns officer edits the response, sends it for approval to the appropriate head, 
has it translated, prepares a formal reply, and forwards it to the minister or parliamentary secretary for signature. All background 
information should accompany the response for briefing. The returns officer sends the response, by hand and by facsimile, to the 
Office of the Co-ordinator of Parliamentary Returns. 


The Privy Council Office—Responses are put together into one document by the Office of the Co-ordinator of Parliamentary Returns. 
A review may be conducted including consulting previous responses, other respondents’ responses, and official publications. 
Responses that are ready for tabling are sent to the Leader of the Government in the House of Commons or the Parliamentary 
Secretary and indicates the intended disposition of each question. 


Leader of the Government in the House—The Leader reviews the responses and may release the information to the House or 
request that organizations do additional work. 


If the member of Parliament had asked for the response to be read in the House, the Parliamentary Secretary to the Leader of the 
Government will generally do so. In most instances, however, unanimous consent is needed to have the response read into the 
record. The response is printed in the Debates of the House of Commons as if it had been read. When responses are particularly 
lengthy, the Parliamentary Secretary will seek unanimous consent to transfer the question into an order for return. The return is then 
tabled, and the document is given a sessional paper number. The material remains in the custody of the Clerk of the House and is 
also accessible at the Library of Parliament. 


Standing committee—lf a question remains unanswered at the end of the 45 days, the matter is referred to the appropriate standing 
committee. Within five sitting days of such a referral, the chair of the committee convenes a meeting where a department could be 
called to explain its failure to respond to the question within the specified time. However, if the member who asked the question 
chooses to rise in the House under “Questions on the Order Paper” and give notice that he or she intends to transfer the question 
and raise it when the House adjourns, then the order referring the matter to a committee is discharged. 


* changes to government information systems and the introduction of 


new systems, 


¢ the government’s policy of retaining records for the current year and the 


previous six years, and 


¢ departmental information systems designed to meet management’s 
needs and not necessarily structured in a way that supports responses to 


specific order paper questions. 
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Challenges unique to Question 37 


7.24 As information systems can vary within and between departments, it 
can be difficult to extract information to respond to members of Parliament’s 
questions. For example, in many cases, it is first necessary to determine which 
companies the government has done business with. We found that the codes 
used to identify companies or “vendors” differ within and among departments. 
The same company can have several different vendor codes to identify it. 
Accordingly, it is difficult to ensure that all government dealings with 
companies have been identified and included in the response to a question. 
The use of a common vendor name and code to identify companies doing 
business with the government would have facilitated searches for information 
at a government-wide level and provided useful management information. 


1.25 Responding to Order Paper Question 37 introduced further challenges 
such as the complexity of the corporate structure of the assets contained in 
the blind management agreement of the former minister of Finance. The list 
of assets included numerous companies and subsidiaries, many of which had 
their own subsidiaries and divisions, all with varying degrees of ownership. In 
addition, there were many changes to these companies and subsidiaries 
during the 10-year period covered by Question 37. Most companies listed in 
the blind management agreement were related to marine activities, 
transportation, and shipbuilding. One company was a consulting firm, and 
that required that the question be answered by several departments, agencies, 
and Crown corporations it may have done business with. 


7.26 Another challenge in responding to Question 37 relates to the 
determination of what time period should have been covered by the response. 
Different interpretations of the starting date that could have been used in 
preparing the response to the question include a response based on the 
calendar year (starting with January 1993), the fiscal year (starting with 
April 1993), or the effective date of the blind management agreement 
(November 1993 when the former minister of Finance was appointed to 
cabinet). Similarly it was necessary to establish an end date for the second 
response to Question 37. Various interpretations that could have been used 
include an end date based on the time Question 37 was first asked 

(October 2002), the time Question 37 was re-asked (October 2003), or the 
date the blind management agreement ceased to exist (June 2002 when the 
former minister of Finance resigned from cabinet). Each interpretation would 
have resulted in a different response to the question. The government used 
the time period of January 1993 to October 2003 in preparing the second 
response, which was the longest time period possible for the response. 


7.21 Exhibit 7.3 lists key events in responding to Question 37 from the date 
it was first asked until departments, agencies, and Crown corporations 
received new instructions on how to handle order paper questions. 


7.28. As noted in Exhibit 7.3, the member of Parliament for Edmonton 
Southwest received a revised response to his question in January 2004. The 
request we received on 4 February 2004 to carry out this audit asked us, 
among other things, to determine whether the revised response was 
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satisfactory. In the following section we present our observations with respect 
to this response. 


The second response to Question 37 —7.29 


As noted in Exhibit 7.3, in October 2003, two members of Parliament 


raised questions about whether the initial response to Question 37 was 
complete and accurate. Their questions arose after they had detected 
inaccuracies in the government’s initial response to Question 37. 


7.30 


In preparing the second response, the Privy Council Office exercised 


greater care and considerable oversight to ensure that the second response 
was complete and provided a summary of the information including details 
from departments, agencies, and Crown corporations. Based on the 

departmental responses, the Privy Council Office provided information on 


Contribution—A conditional transfer payment 
to an individual or organization for a purpose 
that is agreed to in a contribution agreement. The 
agreement and the payment are subject to audit. 


420 contracts, and 128 amendments to them, with companies and 
subsidiaries held in the blind management agreement. The second response 
to Question 37 also provided information on three contributions. 


Exhibit 7.3 Key events in responding to Question 37 


24 October 2002 


The member of Parliament for Edmonton Southwest tables 
Question 37. 


1 November 2002 


The former Ethics Counsellor transmits the 2002 public 
declaration of declarable assets to the Privy Council Office. 
The declaration lists the assets that the former Minister of 
Finance had in a blind management agreement. The 
information was used by government entities in preparing the 
first response. ; 


14 February 2003 


The Leader of the Government in the House tables the first 
response. 


21 October 2003 


The member for Medicine Hat and the member for Fraser 
Valley question the accuracy of the government's response. 


22 October 2003 


The Leader of the Government in the House asks that 
government officials review the response and provide 
additional information, if necessary. 


23 October 2003 


The former Ethics Counsellor provides the Privy Council Office 
with a revised list of companies as of 14 February 2002, 
which included the dates of their acquisition and disposal. 


6 November 2003 


The Privy Council Office resubmitted the question to 
government entities to get a more accurate response. 


28 January 2004 


The Leader of the Government in the House sends a revised 
response to the member for Edmonton Southwest and 
announces reforms for responding to order paper questions. 


4 February 2004 


An Order-in-Council asks the Auditor General to conduct an 
audit. 


6 February 2004 


| The Government House Leader tables the second response. 


2 March 2004 


| Departments receive revised instructions for responding to 
| order paper questions in accordance with the announced 


reforms. 
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7.31 ‘To prepare their responses, government entities were given a revised 
list of companies that included declarable assets over the 10-year period. The 
former Office of the Ethics Counsellor had prepared the declaration and 
updated it annually based on information provided by the supervisor of the 
blind management agreement. 


Grants, contributions, and contracts were reasonably reported 


7.32 Onan annual basis the government expends billions of dollars on 
grants, contributions, and contracts for services in support of the delivery of 
its programs and services to Canadians. Accordingly, we expected 
departments, agencies, and Crown corporations to have information systems 
in place that would allow them to manage programs and to respond to 
enquiries concerning the expenditure of public monies. In setting this 
expectation, we recognize that systems are designed to meet management 
information needs and may not necessarily capture information that is the 
subject of an order paper question. We also recognize that there are 
limitations in the ability of departments to respond as a result of the 
government’s policy for retaining records. This policy does not require 
departments to retain records for more then the current year, plus the 
previous six years. 


7.33 Grants and contributions. We found that the response prepared by 
Transport Canada did not identify contributions of $5 million made to the 
Canarctic Shipping Company Limited, a corporation in which The CSL 
Group Inc. was a minority shareholder during the period from 1993 to 1994. 
In preparing its response, the Department indicated that it followed its 
normal practice of conducting a search of its electronic records for the 
current year and the previous six years. This practice, which is designed to 
allow the Department to trace amounts reported in the Public Accounts to 
the supporting documentation, did not identify any payments for the 
seven-year period of the search. We noted that the Department’s normal 
practice did not include a review of financial documents such as the public 
accounts, their estimates, and departmental performance reports. These 
documents were available for the 10-year period covered by Question 37. We 
identified the non-disclosed contributions through a review of the 
departmental estimates and Public Accounts of Canada. In our opinion it 
would have been reasonable to have searched these publicly available records 
for the period covered by the order paper question. 


7.34 Similarly we found, by searching the Public Accounts of Canada that 
the National Transportation Agency, now known as the Canadian 
‘Transportation Agency, made contributions amounting to $1 million during 
the period from 1993 to 1996 to a division of another company listed in the 
public declaration of declarable assets. These contributions had not been 
identified and disclosed by the Canadian Transportation Agency. Because the 
payments were made to the division of the company in question, it was not 
obvious that it referred to the same company that was listed in the public 
declaration. We were only able to confirm this was a relevant division and 
company by confirming it with The CSL Group Inc. 
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135 Contracts for services. In preparing the summary tables for the 

420 contracts and 128 amendments in the second response to Question 37, 
the Privy Council Office inadvertently listed some contracts twice. This 
duplication resulted in an overstatement of the response by $5.2 million. 
Furthermore, based on information received from Fisheries and Oceans 
Canada, the Privy Council Office listed contract amendments of $1.4 million 
that were outside the scope of the question. The total amount of the 
overstatement with respect to contract payments included in the second 
response resulting from the above errors was $6.6 million. 


736 The effect of the errors—the undisclosed contributions of $6 million 
combined with the overstatement of $6.6 million in contracts paid to 
companies listed in the public declaration—resulted in a net effect of 
overstating the second response of $161.8 million by an amount of 

$0.6 million for grants, contributions, and contracts. 


A loan guarantee was not included 


7.37 Order Paper Question 37 asked the government to provide 
information on loan guarantees it had provided to companies listed in the 
blind management agreement. We noted that Transport Canada did not 
report the fact that the Government of Canada, which was the majority 
shareholder of Canarctic Shipping Company Limited, had provided a loan 
guarantee of $10 million, in June 1993. This guarantee was issued before the 
start date of the blind management agreement in November 1993. The 
guarantee was used by the Company to secure a loan from a commercial 
bank. During this period of time the CSL Group Inc. and several other 
companies had a minority interest in the company. The CSL Group Inc. 
disposed of its interest in November 1994. The government made no 
payments in connection with the loan guarantee. 


7.38 In preparing its response, Transport Canada searched its electronic 
records of transactions for a seven-year period. Because no payments had 
been made by the government on the loan guarantee, no records were found 
as a result of this search. We note that information concerning this loan 
guarantee was disclosed in the Department’s estimates and performance 
reports. In our view the Department should have searched publicly available 
financial documents for the time period covered by the question. 


7.39 Even though there was no money expended by the government for this 
loan guarantee, this information was within the scope of the member’s 
question and should have been included in Transport Canada’s response. 


Not all relevant information requested 


740 In co-ordinating the government’s second response to Order Paper 
Question 37, the Privy Council Office followed a number of long standing 
practices that resulted in not all relevant information being requested. These 
practices include 

* accepting that Crown corporations may not provide information in their 


responses on the grounds of commercial sensitivity, and 
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* not asking shared governance corporations to respond to order paper 


questions. 


Any additional grants, contributions, contracts, and loan guarantees that 
would have been reported if the Privy Council Office had not followed these 
practices, cannot be quantified. 


741. Canada Post did not provide any information in its response. We 
note that of the three Crown corporations listed under Schedule III Part II 
of the Financial Administration Act, two—the Royal Canadian Mint and 
the Canada Development Investment Corporation—provided the 
information requested. 


7.42 The Canada Post Corporation did not provide any information in its 
response, indicating that “the contracted services are considered privileged 
and commercially sensitive and cannot be specified.” We have also noted that 
the Canada Post Corporation did not provide information in its responses to 
37 of the 43 other order paper questions tasked to it in the 37th Parliament, 
citing the same rationale. 


7143. The government could have required the Canada Post Corporation to 
respond under two sections of the Financial Administration Act (Exhibit 7.4). 


Exhibit 7.4 The government could have required the Canada Post Corporation to respond under the 
Financial Administration Act 


89. (1) The Governor in Council may, on the recommendation of the appropriate 
Minister, give a directive to any parent Crown corporation, if the Governor in Council is 
of the opinion that it is in the public interest to do so. 


(2) Before a directive is given to a parent Crown corporation, the appropriate 
Minister shall consult the board of directors of the corporation with respect to the 
content and effect of the directive. 


149. (1) A parent Crown corporation shall provide the Treasury Board or the 
appropriate Minister with such accounts, budgets, returns, statements, documents, 
records, books, reports or other information as the Board or appropriate Minister may 
require. 


7.44 To date, the government has not asserted its legal power to direct the 
Canada Post Corporation to provide information in response to Question 37 
or other order paper questions. Privy Council Office officials indicated that 
the Canada Post Corporation has used the “commercial sensitivity of 
information” as a way of not fully responding to order paper questions for a 
long time. They also indicated that it was a long standing practice of the 
House to not question the use of commercial sensitivity as a valid reason not 
to provide certain type of information. In tasking questions and dealing with 
proposed answers, the Privy Council Office has indicated that it is guided by 
the practices of the House and the speakers’ rulings. For that reason, the 
Canada Post Corporation’s response to Question 37, given that it was 
consistent with established practice, was found to be acceptable by the Privy 
Council Office. 
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7.45 We noted that the Privy Council Office has not clarified under what 
circumstances the government would exercise its authority to insist that a 
Crown corporation provide information in its response. In our opinion when 
the government determines it will not require a Crown corporation to provide 
the requested information, the nature of the commercial sensitivity should 


be disclosed. 


746 The Canadian Wheat Board, like the Canada Post Corporation, 
indicated in its response that the information requested was commercially 
sensitive. However, in its response, the Board did provide supplementary 
information on the number of tonnes of wheat shipped, the approximate 
shipping costs per tonne, and the relative share of shipping services that The 
CSL Group Inc. had provided for the Canadian Wheat Board. With this 
information the Privy Council Office was able to provide the member of 
Parliament with an estimate of amounts paid to the holdings of The CSL 
Group Inc. 


7.47 Port authorities were not asked to respond. Based on a long standing 
practice adopted by the Privy Council Office, it did not ask 18 port 
authorities to respond in the second round of Question 37 because they are 
shared governance corporations. Privy Council Office officials indicated that 
unless the member of Parliament specifically requests information from 
shared governance corporations, it does not ask them to respond to order 
paper questions. We noted that Privy Council Office has indicated that it 
does not consider these organizations part of government, based on the legal 
interpretation of the term “agency of government.” In our opinion, based on 
the review of the enabling legislation and on the fact the government itself 
treats these corporations as part of government in the Public Accounts of 
Canada and in other areas, the port authorities are agencies of the 
government, and therefore, they should have been tasked with responding to 
the question. 


7.48 We have therefore concluded that, except for the effect of the above 
noted practices, the process that the Privy Council Office used was sufficient 
for the response to Order Paper Question 37 provided on 28 January 2004 to 
be reasonably complete with respect to grants, contributions, and contracts 
from the government. We cannot quantify the effect on the government’s 
response of the practice of not seeking information from all relevant 
organizations. In addition, the response did not include a loan guarantee of 


$10 million. 


749 Asa result of the problems relating to the first response to 
Question 37, the government announced reforms for dealing with order 
paper questions. The reforms appeared at the same time as the second 
response to Question 37 was released. The departments received the new 
instructions on 2 March 2004. As part of this audit, we were asked to assess 
whether the proposed reforms would result in adequate information for 
parliamentarians. To carry out this assessment, we 

* analyzed underlying reasons why the first response to Question 37 was 


incomplete, 
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* audited four other order paper questions to compare the process before 
and after the reforms, and 


* assessed the adequacy of the reforms announced. 


The first response to Question 37 demonstrated a need for reforms 


7.50 In the months following the tabling of the first response, its accuracy 
was questioned. We analyzed the first response in order to be able to 
comment on whether the reforms announced by the government address the 
underlying reasons why the first response was incomplete. 


7.51 We noted that the Privy Council Office did not consider the changes to 
the corporate structure of The CSL Group Inc. when preparing instructions 
for the departments. The Privy Council Office used the list of assets 
contained in the 2002 public declaration rather than a list of all companies 
that had been added and/or removed over the 10-year period covered by 
Question 37. As a result, departments and agencies searched their 
information systems for the names of only 50 companies rather than the 
names of all 84 companies. The effect of this was to understate the amount of 
the contracts in the first response by $6.3 million. 


1.52 For the first response, only 10 of the departments and 16 agencies and 
Crown corporations were asked to provide a response to Question 37. The 
actual assignment of the question to the entities was based on the Privy 
Council Office’s assessment of whether or not that particular entity might 
have had dealings with companies listed in the public declaration provided by 
the former Office of the Ethics Counsellor. 


7.53 Another factor that contributed to an incomplete response was the 
unclear instructions issued by the Privy Council Office to departments. Public 
Works and Government Services Canada had prepared information on all 
contracts that it had entered into on behalf of other departments. When 
asking the Privy Council Office for clarification, Public Works and 
Government Services Canada was instructed to provide information only on 
the contracts that were issued for its own departmental requirements. 
Accordingly, Public Works and Government Services Canada’s response did 
not include contracts amounting to $36.7 million for the contracts it entered 
into on behalf of other government departments. The evidence that we have 
seen indicates that Public Works and Government Services Canada’s 
interpretation of the instructions was reasonable. 


7.54 We found that, when submitting its response to the Privy Council 
Office, one department had interpreted its instructions in the same way that 
Public Works and Government Services Canada had. It indicated that it had 
included only contracts that it had issued directly and had excluded contracts 
that Public Works and Government Services Canada had issued on its behalf. 
A careful review of these responses should have caused the Privy Council 
Office to question the completeness of the responses and to initiate corrective 
action before the responses were tabled in the House of Commons. 
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1.55 | We also examined the process for completing the public declaration of 
declarable assets. The former Office of the Ethics Counsellor used incomplete 
information to prepare the public declaration of declarable assets. The CSL 
Group Inc. compiled a list of companies and forwarded it to the supervisor of 
the blind management agreement who has indicated that he relied on the 
information provided to him by The CSL Group Inc. He then submitted the 
list to the former Ethics Counsellor, who, in turn, used it to prepare the public 
declaration. We found, and the government acknowledges, that the 2002 
declaration had omitted one company in which The CSL Group Inc. held a 
minority interest. This company had received contracts from the federal 
government. The effect of this omission was to understate the amount of the 
contracts in the first response by $20.4 million. We also noted that another 
company was omitted from the 2002 public declaration. That company had 
not received any grants, contracts, or loan guarantees from the government. 


7.56 We noted that the process for completing the public declaration of 
declarable assets did not require either the corporate officers of the 
companies managed by this agreement or the supervisor of the agreement to 
certify that the information that they provided to the former Office of the 
Ethics Counsellor was, indeed, accurate and complete. There should be a 
requirement for the supervisor of a blind management agreement and 
corporate officers of the companies managed by such an agreement to certify 
the completeness, integrity, and accuracy of the information contained in the 
public declaration of declarable assets. 


7.57 Since the initial response to Question 37, the House of Commons 
amended the Parliament of Canada Act to provide for the appointment of a’ 
new Ethics Commissioner, who replaces the former Ethics Counsellor. 


758 Difference between first and second responses. The first response to 
Question 37 was tabled on 14 February 2003 and indicated that an amount of 
$137,250 was received by companies listed in the public declaration of the 
former minister of Finance. The second response, which was tabled on 

6 February 2004, indicated that $161,811,926 was received by companies on 
a revised list that included declarable assets over the 10-year period. The 
difference between the first and the second response is explained in 


Exhibit 7.5. 


Common deficiencies in the process to respond to order paper questions 


7.59 To assess whether the reforms would result in accurate information for 
parliamentarians we audited four other written order paper questions shown 
in Exhibit 7.6 to compare the process before and after the reforms. Two 
questions pre-dated 2 March 2004, that is, when departments first received 
the new instructions, and two arose after that date. Our criteria for choosing 


each of the four questions were as follows: 
* the question required a response from several entities, and 


* the question was financial in nature. 
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Exhibit 7.5 Difference between the first response and the second response ($ millions) 


First response tabled on 14 February 2003 


Included contracts with companies held by The CSL Group Inc. 
between April 1993 and October 2002 (used fiscal year) | 0.1 
RE eee ALS SRR a IATA EE, 0 Dil te et es | 
Amounts not taken into account in the first response 
ES SI i A) SN Se So ei ee wl See he RRL 
Different time period used for the second response: 


* added one trimester (January 1993 to March 1993), which 87.3 
resulted in an additional amount of $62.1 million 

* added one additional year (November 2002 to October 2003), 
which resulted in an additional amount of $25.2 million 


Confusion between the Privy Council Office and Public Works and 
Government Services Canada about including contracts entered 
into on behalf of other departments S6e7, 


Contracts given to one of two companies that had been omitted by 
error from the 2002 public declaration of declarable assets 20.4 


Contracts given to companies that had been included in the 
holdings of The CSL Group Inc. at some time between 1993 and 
2002, but that had been disposed of, before the 2002 public 
declaration of assets was prepared ans: 


Contracts awarded using division names instead of company 
names and therefore, not searched by departments. 4.4 


Privy Council Office listed contracts twice and included one 
contract that was awarded outside the scope of the question 6.6 


Second response tabled 6 February 2004 $161.8 


About 30 percent of all written order paper questions in the 37th Parliament 


required a response from more than one entity; of those, over 50 percent were 


financial in nature. 


7.60 These criteria enabled us to compare the responses to the questions to 
assess whether the reforms announced are sufficient (Exhibit 7.7). We 
recognize that the reforms are new and have not yet been fully implemented. 


761 The revised instructions have not yet translated into more complete 
responses. In examining the four questions in Exhibit 7.6, we found that the 
responses to these questions showed continuing deficiencies. All four were 
incomplete, and we have concluded that the revised instructions have not 
dealt with the underlying causes of the incomplete responses. These common 
deficiencies in the process used to respond to order paper questions are 
summarized in Exhibit 7.8. 


762 Key terms not defined by the Privy Council Office. When key terms 
are not defined, this may create confusion that may result in members of 
Parliament not always getting the information that they requested. All four 
questions requested financial information about funding from the 
government. Some members of Parliament may not be aware that the Privy 
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Council Office interprets the term “government” to mean only departments 
and agencies, and that it does not include Crown corporations. Similarly, 
asking for information by fiscal year or calendar year can result in significantly 
different answers. As well, the term “contract” may be interpreted differently. 
A contract-usually includes the acquisition of goods and services, but could 
be extended to include goods acquired with acquisition cards. 


7.63 The initial and subsequent responses to Question 37 illustrate that, by 
not specifying whether information is being requested by fiscal or calendar 
year, the response can vary significantly. The initial response to Question 37 
provided information on the basis of the government's fiscal year: the second 
response provided it on a calendar year basis. This resulted in a difference of 
approximately $62.1 million (see Exhibit 7.5). 


Exhibit 7.6 Other order paper questions we audited 


Tabled before the 2 March 2004 reforms 


Question 73 (1st Session) 


“With regard to grants, contributions and/or loan guarantees made either by a Crown 
corporation, a department and/or an agency of the government to General Motors in 
Sainte-Thérése, Quebec, for each fiscal year since 1965: (a) how many such grants, 
contributions and/or loan guarantees were made; (b) what was the source and value of 
each grant, contribution and/or loan guarantee; (c) on what dates were they issued; 
(d) what was the reason such assistance was provided; and (e) what is the present 
status of the grant, contribution and/or loan guarantee (whether repaid, partially paid, 
or unpaid, including the value of the repayment)?” 


Question 186 (2nd Session) 


“Concerning contracts: (a) what is the total value of contracts made annually by the 
government since 1993 broken down by province and territory; (b) what is the total 
value of contracts made annually by department, agency, and/or crown corporation 
since 1993; (c) what are the top ten contracts in value for each year since 1993 
(please provide the name of the recipient, location, and the value of the contract); 

(d) for the last five years, what are the top five lawsuits on an annual basis against the 
government over contractual disputes and what was each dispute about; (e) for the last 
five years, what are the top ten contracts awarded to companies outside of Canada and 
what were those contracts for?” 


Tabled after the 2 March 2004 reforms 


Question 56 (3rd Session) 


“With regard to the Southern Chiefs’ Organization in Manitoba, how much and what 
type of funding has the government provided, for each fiscal year since the 
organization’s inception?” 


Question 78 (3rd Session) 


‘What funds, grants, loans and loan guarantees has the federal government issued in 
the constituency of Dartmouth for each of the fiscal years 1999-2000, 2000-2001, 
2001-2002, 2002-2003; and, in each case where applicable: (a) what was the 
department or agency responsible, (b) what was the program under which the payment 
was made, (c) what were the names of the recipients, groups or organizations, 

(d) what was the monetary value of the payment made, and (e) what was the 
percentage of program funding covered by the payment received?” 
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Exhibit 7.7 Changes to the response process for order paper questions after the reforms 


Before the reforms 


After the reforms 


Privy Council Office 


Practice of designating a lead department to 
review government-wide response is not in 
place. 


If additional co-ordination is required, the Privy Council Office designates a lead 
department to review and validate responses to complex or horizontal questions. 


_Ifno department has been designated as lead department, then the Privy 


Council Office ensures co-ordination. 


Departments, agencies, and Crown corporations 


Departments do not have a designated signing 
officer. 


————_— 


Departments appoint a designated senior official to sign off on responses. 


There is no practice in place for a lead 
department. 


Lead department reviews government-wide responses. 


Lead department is designated for complex or horizontal questions. 


indicates if response is complete and accurate. 


response is complete and accurate. 


The statement of completeness briefly describes how the research was 
conducted and the steps taken to ensure that the response is complete and 
accurate. 


There is no ministerial signature for “nil” 
responses. 


The minister’s or parliamentary secretary’s signature is required for all responses 
including nil responses. They should sign after the statement of completeness 
has been signed by the designated senior official. 


The parliamentary returns officer sends 
response to the Privy Council Office in the 
required time. 


The parliamentary returns officer sends response and statement of completeness 
to the Privy Council Office in the required time. 


Exhibit 7.8 Common deficiencies in responses to the four written order paper questions—Before and after the reforms 


Question 73 Question 186 Question 56 Question 78 

Key terms not defined ) cs) | © 
Question not properly assigned to all departments, >) 
agencies, and Crown corporations | 

| | 
ee _ = + —— 
Lack of appropriate level of care by departments in | 
searching for information @ @ . 

—_ fer ee es = 

Failure of organizations to provide requested 
information in their responses e - . 
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1.64 Incomplete tasking of the question by the Privy Council Office. 
Incomplete tasking occurs when the Privy Council Office does not request a 
response from a government organization that should have been “tasked” or 
included on the list of government entities asked to respond to an order 
paper question. 


7.65 The Privy Council Office tasked some departments to respond to 
Question 56. Because the question dealt with funding for an Aboriginal 
organization, we would have expected Indian and Northern Affairs Canada 
to have been designated as the lead department. The announced reforms 
allow the Privy Council Office to designate a lead department to review 
responses to complex questions or questions with horizontal issues. However, 
the Privy Council Office did not task Indian and Northern Affairs Canada 
with the role of a lead department. 


7.66 Order Paper Question 56 asks how much and what type of funding the 
“government” provided to the Southern Chiefs’ Organization. As previously 
mentioned, the Privy Council Office interprets the word “government” as 
excluding Crown corporations. In our opinion, one Crown corporation in 
particular—-Canada Mortgage and Housing Corporation—should have been 
asked to respond to Question 56. It would have been reasonable for the Privy 
Council Office to have included the Canada Mortgage and Housing 
Corporation because it provides funding to First Nations organizations for 
capacity development and other purposes. When we spoke to the Canada 
Mortgage and Housing Corporation, it agreed that it would have been 
reasonable for Canada Mortgage and Housing Corporation to have been 
asked to respond to Question 56. It also indicated that it had not provided 
any funding to the Southern Chiefs’ Organization. 


7.67 In our view, the Privy Council Office’s failure to task the Canada 
Mortgage and Housing Corporation illustrates the lack of a broad, corporate 
understanding of which organizations might reasonably be expected to 
operate programs in specific areas. Within an organization the size and the 
complexity of the government, this is a difficult task. Nevertheless, we believe 
that the Privy Council Office is not exercising an appropriate level of care in 
identifying all relevant government organizations to ensure that responses to 
questions are complete. 


7.68 Lack of appropriate level of care by some departments in searching 
for information. Sometimes entities that are asked to respond to an order 
paper question do not rigorously search all relevant data sources when 
developing their answers. This can lead to omissions. 


7.69 The response to Question 73 submitted in 2001 illustrated this 
weakness. Human Resources Development Canada was one of the entities 
asked to respond to Question 73 (effective December 2003 the Department 
was divided into two departments—Human Resources and Skills 
Development Canada and Social Development Canada). The Department 
indicated that it had not contributed any funding to a General Motors plant 
in Ste-Thérése, Québec, since 1965. By searching the Public Accounts of 
Canada, we found that Human Resources Development Canada had not 
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included in its response over $4 million paid between 1981 and 1992 by 
Employment and Immigration Canada, one of the departments amalgamated 
to form Human Resources Development Canada in 1996. 


770 Human Resources Development Canada searched its records for the 
period covered by the government’s record retention policy. For the period 
outside the record retention policy, Human Resources and Development 
Canada did not use publicly available information in its response to 
Question 73. 


7.71. We noted in our audit that for order paper questions that are financial 
in nature, departments and agencies did not always search information that is 
publicly available, such as the Public Accounts of Canada and estimates. 
These documents represent a good source of information, and departments 
and agencies need to refer to them when preparing responses. 


1.72 Failure of organizations to provide the requested information in 
their responses. The response to Question 78 illustrates the failure of some 
departments and agencies to provide any information in their responses to 
order paper questions that require very specific information. Order Paper 
Question 78 is significant because it is typical of the questions that many 
members of Parliament ask. Such questions enable them to find out what 
government funding has flowed to their constituencies. Generally, 
departments do not keep records of their expenditures by individual 
constituency. We note that many departments did not provide any 
information in their responses to Question 78. They indicated that they did 
not compile data on a riding-by-riding basis. 


1.73 However, in an effort to respond to Question 78, one department 
tasked with answering the question traced their funds by using the postal 
codes of recipients to whom they had sent cheques. These postal codes 
correlate closely with the boundaries of ridings. This technique may not 
provide a perfect answer because the mailing address of the recipient may not 
always indicate the location where the actual work was completed. However, 
using postal codes represents an attempt on the part of the department to be 
responsive to the member of Parliament’s need for information. In our view, 
the department that did respond made an effort to provide an appropriate 
level of service to members of Parliament. 


7.74 The response to Question 186, which requested information on 
government-contracting activity, also illustrates an incomplete response 
because not all departments, agencies, and Crown corporations responded to 
all parts of the question. The significant information that was generally 
missing involved the section that referred to the breakdown of the value of 
contracts by province. We also noted that because of a clerical error, the 
response of one agency that was provided to the Privy Council Office, was not 
included in the response tabled in the House. As with other responses 
examined, the response for Question 186 did not contain a summary that 
consolidated the individual responses of all departments. The task of 
consolidating more than 800 pages of information was left to the member of 
Parliament who asked the question. 
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115 The Privy Council Office’s revised instructions represent a first 
step toward improving responses to questions. The revised instructions 
from the Privy Council Office to departments, agencies, and Crown 
corporations largely focussed on having a stronger process for reviewing 
responses atthe departmental level and requiring sign-offs or certifications 
about the completeness and accuracy of departments’ responses. For example, 
the Privy Council Office may designate a lead department to review and 
validate responses to complex questions involving a number of government 
organizations. We have been advised by officials of the Privy Council Office 
that this initiative reflects their historic role of co-ordinating responses to 
questions and the need for the Privy Council Office to present to members of 
Parliament data that has been received from departments and agencies in an 
unmodified form. The new instructions also require a senior official of each 
organization that responds to a question to sign a “statement of 
completeness.” The statement certifies that the information in the response is 
complete and accurate. The statement also briefly describes the scope of the 
research that the organization carried out in developing the response. In 
signing the statement of completeness, the senior official certifies that staff 
have thoroughly searched all relevant records. Ultimately, a minister or 
parliamentary secretary must also sign off on all departmental responses 
(including nil responses). 


7.76 In our audit, we assessed the adequacy of the reforms announced. 
Designating a lead department to review responses to complex 
multi-départmental questions could be applicable but only in a limited 
number of circumstances. The staff of a department may not have sufficient 
knowledge about a subject area in which several other departments are 
involved. We found that the reforms do not indicate what the expectations of 
the lead department are and what level of responsibility the Privy Council 
Office has delegated to the lead department. If the Privy Council Office 
designates a lead department, the Office will need to ensure that the 
department has the capacity to discharge this responsibility and that it has 
sufficient government or program-wide knowledge to exercise an appropriate 
level of care in reviewing the responses before they are tabled. 


7.77 In the revised instructions, the Privy Council Office provided 
departments, agencies, and Crown corporations with an example of a 
statement of completeness that should be prepared for each response to an 
order paper question. The statement, which includes a description of the 
research carried out, states “As designated senior official responsible for 
providing a response to parliamentary question no. XX for (Department), I 
attest that, based on a thorough review of relevant records, the information 
attached is accurate and complete.” The statement accompanies the response 
when it is sent to the appropriate minister or parliamentary secretary for 
signature. Once the reply is signed, both the response and the statement are 
sent to the Privy Council Office. Before the Privy Council Office can carry 
out its quality control review of the responses, it must receive all the 
statements of completeness. We noted that in the two responses that we 
audited for the period after the reforms were announced, about 13 percent of 
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Strengthening the process for 


responding 


the statements of completeness that the Privy Council Office received did not 
describe the scope of work that the department carried out to develop its 
response to the order paper question. 


778 The intent of the statements is to establish who will be held 
accountable for the response. The person attesting to the information will 
implicitly be attesting, for example, to 
* the adequacy of the design of internal controls around information 
systems used to develop the response, 


* the effectiveness of the controls throughout the period covered by the 
question, and 

* the integrity and completeness of the information contained in the 
systems. 


Each statement should also clearly state any limitations to the work 
completed in developing a response. The overall level of expectation resulting 
from the attestation of information will entail additional demands on 
departments in responding to questions. It may also require them to commit 
additional resources to the process. 


779 We note that the reforms were only recently implemented and that 
the Privy Council Office is still in the process of getting organized to fulfill 
its responsibilities. 


780 When the government issued its revised instructions for responding to 
order paper questions, it recognized that it might have to take further steps to 
reform the process. Accordingly, our Office was asked to recommend any 
additional steps that might be needed to ensure that questions receive 
accurate and complete answers. 


7.81 We compared and analyzed the Canadian process for responding to 
written order paper questions with the process used in the United Kingdom 
(Exhibit 7.9). It is important to note that written questions in the United 
Kingdom are generally one sentence in length and seek general information 
from only one government department or agency. 


7.82. In our view, if the government is to improve the quality of responses to 
order paper questions, it will need to strengthen more than those measures 
provided for in the announced reforms. The additional measures needed are 
to 
* clarify the terminology used in the question to ensure more relevant, 
useful responses; 
* provide a member of Parliament with contextual information and 
indicate any limitations in preparing the response; 
* obtain full responses from all relevant Crown corporations; 
* strengthen departmental search procedures; 
* present the responses in an aggregated format that is more informative 
to members of Parliament; and 
* update the Privy Council Office’s process for tracking questions and 
responses. 
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re 
Exhibit 7.9 Process for responding to written order paper questions in Canada and the United Kingdom—A comparison 


Process 


Canada 


United Kingdom 


a i NSO es I 


Compliance with 
parliamentary procedures 


The Clerk of the House ensures that questions 
are placed on the Notice Paper, according to the 
rules of the House. 


The Table Office receives questions. The clerks 
advise on how to have them conform with the 
rules of the House. 


Questions are assigned to 
entities 


The Office of the Co-ordinator of Parliamentary 
Returns in Privy Council Office assigns questions 
to entities. 


The Table Office in Parliament assigns the 
questions (but questions may be transferred by 
ministers from one government department to 
another). 


Guidance is given to 
entities 


The Privy Council Office offers clarifications if a 
department asks. 


The Cabinet Office offers advice to departments 
on multi-departmental questions, to be used at 
the department’s discretion. 


Certification of responses 
and scope of work 


Since the reforms, departments send a statement 
of completeness describing work done to the 
Privy Council Office. A senior official signs the 
statement certifying that it is complete and 
accurate. 


The Minister or parliamentary secretary must 
sign responses including nil responses. 


Senior official, in charge of program or activity, is 
responsible for completeness and accuracy of 
responses. Responses often include a good 
description of work performed to respond to 
question. 


Responses tabled 


Parliamentary secretary of the Leader of the 
Government in the House tables responses in the 
House. 


Responses are delivered to members of 
Parliament with copies to the Library, the Table 
Office, the Official Report, and the Press Gallery. 
They are printed within days in Hansard. 


No replies 


A department, agency, or Crown corporation can 
indicate that it cannot answer the question. 


Departments can decline to respond to 
information, citing an exemption in the Code of 
Practice on Access to Government Information or 
disproportionate cost. 


Recourse if members of 
Parliament are not 
satisfied 


If a questions remains unanswered at the end of 
45 days (if requested) it is referred to the 
relevant standing committee. The subject matter 
can also be raised in the adjournment 
proceedings. 


No provisions for Speaker to review responses. 
However, members of Parliament can raise 
questions of privilege regarding accuracy of 
responses. Speaker has ruled that it is not his 
role to assess accuracy of answer. 


Members of Parliament can raise concerns in the 
House: point of order, adjournment debate, or 
Early Day Motion. They can contact the Table 
Office, Procedure Committee, or the Public 
Administration Select Committee, which reports 
on Ministerial Accountability and Parliamentary 
Questions. Some members have complained to 
the Parliament Ombudsman after being refused 
an answer by reference to an exemption in the 
Code of Practice on Access to Government 
Information. 


Procedures for incorrect 
answer 


It is possible to supply supplementary replies to 
questions already answered. 


lf a written answer contains factually inaccurate 
information, ministers may send a second written 
answer “pursuant” to the first, correcting the 
original answer. Departments must clear such 
pursuant answers with the Table Office in 
advance. 


Limit of questions that a 
member of Parliament can 
ask 


Four questions on the Order Paper at any given 
time. 


No limit. 
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Exhibit 7.9 Process for responding to written order paper questions in Canada and the United Kingdom—A comparison (cont'd) 


Time limit to respond 


Process 


Members of Parliament can request a response in 
45 calendar days. 


United Kingdom 


“Named Day” questions must receive response 
by the date specified by the member of 
Parliament. There is no parliamentary rule stating 
that ordinary questions have to be answered by a 
certain date. The convention is that responses 
can be expected in about a working week. 


Number of order paper 


questions 


Ist Session (29 January 2001 to 16 September 


2002): 192 questions 


2nd Session (30 September 2002 to 
12 November 2003): 296 questions 


3rd Session (2 February 2004 to 23 May 2004): 


98 questions 


6 December 2000 to 11 May 2001: 
16,417 questions 


13 June 2001 to 7 November 2002: 
72,905 questions 


13 November 2002 to 20 November 2003: 
55,436 questions 


Common understanding of terminology needed 


7.83. Members of Parliament who submit questions must adhere to a number 
of rules and guidelines, as already noted. In 1995, the Speaker indicated that 
a member of Parliament who submits a question is responsible for ensuring 
“... that it is formulated carefully enough to elicit the precise information 
sought.” To do this we believe members of Parliament need additional 
clarification to help them frame questions in a way that will produce a more 
accurate response. Examples of terminology that require clarification include 


* Key terms such as “government” (including definitions of a department, 
an agency, a Crown corporation, a mixed corporation, and a shared 
governance corporation), “funds,” and “money” so that members of 
Parliament can judge how the Privy Council Office will interpret their 
questions and determine the information to include in the responses. 


* The distinction between calendar and fiscal years (as we have noted, 
using a calendar year can produce an answer very different from that 
developed using a fiscal year). 


¢ The difference between information on the “value of contracts 
awarded”, and on the “amount actually paid out under the contracts.” 


7.84 A glossary of terms would result in the members of Parliament being 
able to formulate clearer questions that would be less open to 
misinterpretation. The Privy Council Office could also use this glossary of 
terms in asking organizations to respond and in preparing instructions for 
departments, agencies, and Crown corporations to help them interpret the 
question. This would result in less confusion and in responses providing the 
precise information sought. 


7.85 Recommendation. The Clerk of the Privy Council, in concert with the 
Clerk of the House, should develop and distribute a glossary of terms for use 
by members of Parliament in writing their order paper questions. 
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The government’s response. The government agrees with the 
recommendation and is working with the Clerk of the House to define a list 
of commonly used terms. The Clerk of the House will determine the most 
appropriate method to bring these definitions to the attention of the House. 


More contextual information would improve the quality of responses 


7.86 We noted that responses to order paper questions do not contain 
certain information that would make them more useful to members of 
Parliament. Currently, the Privy Council Office does not provide members of 
Parliament with the same instructions it gives to the departments to prepare 
responses. These instructions cover key areas such as which department or 
agency was tasked with responding to the question and any limitations 
encountered by the government in developing a response. Similarly, the Privy 
Council Office should provide the members of Parliament with information 
on the scope of work carried out by each department preparing a response. If 
members of Parliament had access to this information, they could detect any 
omissions or misinterpretations relating to their questions. Reducing the 
potential for omissions or misinterpretation should lead to more complete 
responses that better meet the needs of parliamentarians. 


7.87 Recommendation. To help members of Parliament assess whether a 
response to their question is satisfactory, the Privy Council Office should 
provide an appendix to the response showing the instructions that it sent to 
departments and the scope of work departments did to answer the question. 


The government’s response. The government agrees with this 
recommendation and is consulting the Office of the Speaker of the House of 
Commons to determine what the appropriate way is to include the appendix 
of instructions that were provided to departments in the overall government 
response. 


Responses would be more complete with information from relevant Crown corporations 


7.88 As noted earlier, the Privy Council Office has not clarified under what 
circumstances the government would exercise its authority to require that a 
Crown corporation to provide relevant information in its response to order 
paper questions. 


789 Recommendation. The Privy Council Office should clarify 
circumstances for which the government will compel Crown corporations to 
provide the information sought in their responses to order paper questions. 


The government’s response. The government agrees with this 
recommendation and will revise policies to specify, under what 
circumstances, Crown corporations can or should be compelled to provide 
information of a commercially sensitive nature in response to order paper 


questions. 


Strengthening departmental search procedures 


7.90 As previously noted, there is a need for departments to strengthen 
their procedures for developing a response to order paper questions that are 
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financial in nature. We noted that departments search their electronic 
information systems for the period covered by the government’s record 
retention policy. However, we have noted instances where departments have 
not included in their procedures a review of key departmental financial 
reports, which contained relevant information. 


7.91 Recommendation. For order paper questions that are financial 
in nature, departments’ procedures for developing responses should 
include a search of existing, publicly available financial documents for 
relevant information. 


The government’s response. The government agrees with this 
recommendation, and instructions have been sent to all departments, 
agencies and Crown corporations to ensure this measure is in place by 
January 2005. 


Presenting responses in an aggregated format that is more informative to 
members of Parliament 


7.92. For complex order paper questions that seek financial information, 
the responses can also be complex. Question 37 is a good illustration of that. 
We believe there is a role for the Privy Council Office to ensure that the 
designated lead department aggregates the data prepared by 

departments before it is tabled. In our opinion, this would better serve 
members of Parliament. 


793 Recommendation. For order paper questions that seek financial 
information, the Privy Council Office should ensure that the designated 
lead department aggregates the data provided by departments before tabling 
the response. 


The government’s response. The government agrees with this 
recommendation. The designated lead department for each order paper 
question will be formally asked to aggregate, to the extent possible, complex 
financial data prior to the information being tabled in the House. 


The process for tracking questions and responses is outdated 


794 The current system that the Privy Council Office uses to track 
questions and responses is largely manual. It relies on faxes and courier 
services to move information between its office and the departments that are 
developing responses to order paper questions. The existing system causes 
needless delays and does not make use of current technologies that could 
speed up the process. The Privy Council Office uses a manual process to track 
the status of responses to questions. It is based on phone calls and faxes. 
While this process does provide information on the status of a response, it is 
slow and cumbersome and leaves less time to develop the response. 


7195 Recommendation. The Privy Council Office should automate the 
tracking of responses to order paper questions to improve the efficiency of 
the process. 
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The government’s response. The Privy Council Office agrees with this 
recommendation and has taken steps to modernize its processes and systems. 
A technical analysis has been completed and a scope of work developed to 
implement proposed changes. The Privy Council Office will complete its 
project plan by January 2005. 


A stronger process is needed for the Ethics Commissioner to complete 
the public declaration of declarable assets 


7.96 We have noted the process for creating the public declaration of 
declarable assets does not require anyone to certify that the information is 
accurate and complete. In our opinion, the supervisor of a blind management 
agreement should be required to provide such a certification. 


7.91 Recommendation. The Ethics Commissioner should require the 
supervisor of a blind management agreement to certify that the information 
used to produce the public declaration of declarable assets is complete and 
accurate. 


The government’s response. The government agrees with this 
recommendation and has addressed it. On 7 October 2004 the Prime 
Minister issued a revised Conflict of Interest and Post-Employment Code for 
Public Office Holders. Subsection 7(6) has been added to require that public 
office holders who have established either trusts or management agreements 
must require their trustees or managers to provide a written annual report to 
the Ethics Commissioner that verifies as to the accuracy, the nature and 
market value of the subject property, a reconciliation at the subject property, 
the net income of the subject property in the preceding year, and the fees of 
the trustees or managers, if any. In addition, the “Schedule” to the Code, 
which sets out more detailed provisions regarding trusts and management 
agreements, has been revised to make reference to this obligation. 


The Ethics Commissioner’s response. The Office of the Ethics 
Commissioner agrees with the recommendation. 


Sustained effort needed 


7.98 The importance of questions to ministers in the parliamentary system 
cannot be overemphasized. Sustained effort is needed to ensure that the 
reforms to the process for responding to order paper questions that the 
government announced in January 2004 are fully implemented. It is also 
essential that the responsibility be assigned for ensuring that the 
recommendations be implemented. We believe that this could be a role for 
the internal audit unit of the Privy Council Office. The internal auditors are 
in a position to assess the extent to which the improvements have led to 
providing members of Parliament with the information they need to hold the 
government accountable. 


7.99 Recommendation. The internal audit unit at the Privy Council Office 
should conduct an audit and report on whether the reforms announced by 
the government and the recommendations made in this report are fully 


implemented. 
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The government’s response. The Privy Council Office agrees with this 
recommendation and will ensure that an audit on the implementation of the 
reforms is completed. 


Conclusion 


7.100 The right of a member of Parliament to seek information from 
ministers and to hold them accountable are two fundamental principles of 
parliamentary government. The audit work that we have performed on five 
order paper questions has led us to conclude that, other than for the second 
response to Question 37, a greater level of care is needed in responding to 
order paper questions. For members of Parliament to effectively discharge 
their responsibilities, it is essential that they receive full and complete 
responses to their questions. 


7.101 In Parliamentary tradition, the matter of whether the answer provided 
by the government to a member’s question is satisfactory is a parliamentary 
judgment that only members and ultimately the House can make. In 
preparing the second response to Order Paper Question 37, the Privy Council 
Office exercised considerable oversight to ensure that the responses from 
departments were complete. In our opinion, the process, except for the effect 
of the practice noted below, was sufficient for the response to Order Paper 
Question 37 on 28 January 2004 to be reasonably complete with respect to 
grants, contributions, and contracts from the government. The effect of the 
practice of not tasking all organizations to provide a response on amounts of 
grants, contributions, contracts, and loan guarantees with holdings listed in 
the public declaration cannot been quantified. While in our opinion port 
authorities should have been tasked with responding to Question 37, the 
Privy Council Office does not, based on their legal interpretation of the term 
“agency of government”, consider port authorities to be part of government. 
The response also did not include a loan guarantee of $10 million. 


7.102 We recognize that the government has taken positive steps to 
strengthen the process for preparing responses to order paper questions. 
Our audit has identified further actions that the government should take. 


7.103 The government should address the recommendations set out in this 
report to strengthen the process that supports the fundamental cornerstone 
of our parliamentary system of government—the right of members of 
Parliament to receive the necessary information to hold ministers and the 
government to account. 


The government’s overall response. The government is very pleased to note 
that the Auditor General has found 


* the response to Order Paper Question 37 that was tabled in the House 
of Commons on 28 January 2004 is reasonably complete, 


+ the timeframe selected to respond to Question 37 is the most inclusive 


possible, and 


30 


Chapter 7 


Report of the Auditor General of Canada—November 2004 


PROCESS FOR RESPONDING TO PARLIAMENTARY ORDER PAPER QUESTIONS 


* great care and considerable oversight was exercised to ensure the 
response to Question 37 was complete and that reforms to the order 
paper question response process that were put in place in January 2004 
are positive initiatives. 


The Auditor-General noted that the government response did not include 
the government’s guarantee of a $10 million loan by a commercial bank to 
Canarctic Shipping Limited, a company in which the Government of Canada 
was the majority shareholder and in which Canada Steamship Lines (CSL) 
held a minority interest as part of a consortium of shipping companies. It is 
further noted that the Government of Canada was not required to make any 
payments in connection with this guarantee. With respect to this transaction, 
the government would reinforce the following points: 


+ The loan guarantee was awarded in June 1993 by the previous 
government and thus prior to when the former minister of Finance first 
entered into the Cabinet, therefore before the establishment of any 
blind management agreement. 


+ The loan guarantee was operational from 1993 to 1996 when the 
Government of Canada sold its interests in Canarctic Shipping Limited. 
Since the government was not required to make payments in connection 
with the loan guarantee, and since The CSL Group Inc. divested itself of 
its minority share in 1994, the value of the loan guarantee to CSL, if it 
could be calculated, was negligible. 


The Government of Canada fully accepts all of the recommendations 
included in Chapter 7 of the Auditor General’s Report and has implemented 
or is implementing all of them. 


The Government of Canada did not ask the 18 Canada Port Authorities, 
which do not depend on taxes for revenue and do not, as a part of their 
normal business, provide funding to shipping companies, to respond to 
Question 37. The Auditor General’s Report notes that the port authorities 
should have been asked to respond, but indicates there is a difference of legal 
interpretation on this issue (that is, the Government of Canada is of the view 
that the phrase “agency of government” as used in the context of Question 37 
does not include Canada Port Authorities.) This issue will be addressed as 
part of the Government of Canada’s commitment to implement the first 
recommendation. 
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About the Audit 


Objectives 
The audit objectives were to determine whether 


* the process followed for the second response to Order Paper Question 37 was sufficient to provide a reasonably 
complete response to Parliament, based on the information that the government possessed and given the 
inherent limitations of those systems; 


+ the proposed reforms to the handling of order paper questions are sufficient to ensure complete information is 
provided to parliamentarians and are applied consistently; and 


* other steps could be undertaken to better the process to respond to written questions. 


Scope and approach 


The focus of our audit was to assess whether the government’s response to Question 37 provided on 28 January 2004 
was complete. To assess the adequacy of the reforms announced by the government we selected two other order 
paper questions answered before the government’s reforms were announced to document and test the process 
followed at that time. We also selected two order paper questions that members of Parliament asked after 

2 March 2004, the date on which the government’s reforms were to be implemented, to test whether the reforms 
were working as intended. 


We performed detailed audit procedures as necessary in the following departments: Public Works and Government 
Services Canada (including Consulting and Audit Canada), National Defence, Transport Canada, Fisheries and 
Oceans Canada, Atlantic Canada Opportunities Agency, Industry Canada, the Canadian Space Agency, and the 
Canada Economic Development Agency for the Quebec Regions. 


We performed audit procedures in selected Crown corporations aimed at detecting possible additional transactions. 


We examined the process leading to the public declaration of assets of the former Minister of Finance and how it was 
monitored by the previous Office of the Ethics Counsellor. We did not audit the completeness of the list of holdings 
in the blind management agreement of the former minister of Finance because this information related to privately 
held companies. Auditing such information is outside the mandate of the Auditor General of Canada. 


Given the limitations to the government systems, the period covered by the question (10 years) and the policy on 
records retention, it was not feasible for the government or for us to provide an assurance about whether the answer 
to Order Paper Question 37 was complete. We examined the process that was followed to respond to Question 37 to 
determine whether the government provided a reasonably complete response to Parliament based on the 
information that the government possessed and given the inherent limitations of those systems. The audit did not 
include the contracting process followed for the contracts awarded to the holdings of the blind management 
agreement; nor did it include the use of sub-contracts. 


Criteria 
We expected the Privy Council Office to 
* assess and mitigate the risks associated with responding to Question 37; 


* ensure that order paper questions were properly assigned to each department, agency and Crown corporation, 
in a timely manner; 


* provide instructions to assist departments, agencies, and Crown corporations interpret order paper questions in 
a consistent manner; and 

exercise due diligence in analysing the responses to order paper questions to ensure their completeness, 
accuracy, and reasonableness in the circumstance. 
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PROCESS FOR RESPONDING TO PARLIAMENTARY ORDER PAPER QUESTIONS 


We expected the departments, agencies, and Crown corporations to 


* have reasonable procedures and systems in place that produce reliable, accurate, and timely information that 
allows them to respond to order paper questions; 


* have substantiated the responses to order paper questions with complete, accurate, and timely information; 
* have clearly defined the responsibility for approving the responses to parliamentary questions; and 
* assess and mitigate the risks associated with responding to written questions. 

We expected the former Office of the Ethics Counsellor to 


* formally approve the blind management agreement and confirm it to the public office holder; and 
* exercise due diligence in reviewing the public office holder’s confidential report for accuracy and compliance 
arrangements (to the Code), on an annual basis. 
We expected the supervisor of the blind management agreement, on behalf of the public office holder, to 
+ have clearly defined role and responsibilities, with respect to the public disclosure of declarable assets of the 
public office holder; 
* certify the completeness and accuracy of the public office holder’s public disclosure of declarable assets. 
The sources of criteria for this audit are the Parliamentary Returns Guide, past rulings made by the Speaker of the 


House, the House procedures, Part II of the Conflict of Interest and Post-Employment Code for Public Office 
Holders June 1994), and practices in other jurisdictions. 


Audit team 


Assistant Auditor General: Ronnie Campbell 
Principals: Louise Dubé, Bruce C. Sloan 
Directors: Christian Asselin, Denis Labelle, Harvey Wasiuta 


Sébastien Bureau 
Mark Carroll 
Nadine Cormier 
Dawn-Alee Fowler 
Kevin Kit 


Casey Thomas 


For information, please contact Communications at (613) 995-3708 or 1-888-761-5953 (toll-free). 
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Other Audit Observations 


All of the audit work in this chapter was conducted in accordance with the standards for assurance engagements set by the 
Canadian Institute of Chartered Accountants. While the Office adopts these standards as the minimum requirement for our audits, 
we also draw upon the standards and practices of other disciplines. 
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Main Points 


8.1 This chapter fulfills a special role in the Report. Other chapters 
normally report on performance audits or on audits and studies that relate to 
operations of the government as a whole. Other Audit Observations discusses 
specific matters that have come to our attention during our financial and 
compliance audits of the Public Accounts of Canada, Crown corporations, 
and other entities, or during our performance audits or audit work to follow 
up on third-party complaints. Because these observations deal with specific 
matters, they should not be applied to other related issues or used as a basis 
for drawing conclusions about matters not examined. 


8.2 This chapter covers one new issue: 


¢ Telefilm Canada—The majority of the activities of Telefilm Canada are 
not consistent with its Act. 


8.3 The Standing Committee on Public Accounts has requested that we 
continue to bring to Parliament’s attention previous observations that have 
not been resolved. In this Report, we follow up on two of these observations: 


* The surplus in the Employment Insurance Account—Non-compliance 
with the intent of the Employment Insurance Act; 


¢ Parc Downsview Park Inc.—Unresolved issues related to the transfer of 
Downsview lands and the financing of Downsview Park’s future 
operations. 
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The surplus in the Employment Insurance Account 


Non-compliance with the intent of the Emp/oyment /nsurance Act 

In brief We have drawn Parliament’s attention to the concerns about the size and the 
growth of the accumulated surplus in the Employment Insurance Account 
since our 1999 Report. The accumulated surplus has increased by $2 billion, 
to reach $46 billion in 2003-04. In our view, Parliament did not intend for 
the Account to accumulate a surplus beyond what could reasonably be spent 
for employment insurance purposes, given the existing benefit structure and 
allowing for an economic downturn. In our opinion, the government has not 
observed the intent of the Employment Insurance Act. In 2003, the 
government announced that it would conduct consultations on a new rate- 
setting process and would introduce legislation to implement a new process 
for 2005. In the 2004 Budget, the government noted that it was reviewing the 
results of the consultations and still planned to introduce legislation for 2005. 
However, the government has yet to address the concerns about the 
accumulated surplus in the Employment Insurance Account. 


Audit objective 84 Our objective was to determine whether the government had 
addressed the concerns we had raised in previous years and to report on the 
progress achieved. 


Background 8.5 The surplus in the Employment Insurance Account grew by $2 billion 
to reach $46 billion in 2003-04. Exhibit 8.1 shows the growth of the 
accumulated surplus. For the last five years we have drawn Parliament’s 
attention to this issue in our reports on the Employment Insurance Account’s 
financial statements and in the Public Accounts of Canada. 


Exhibit 8.1 Balance of the Employment Insurance Account 


Accumulated surplus ($ billions) 
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Source: Audited financial statements of the Employment Insurance Account 
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4 Chapter 8 


Issues 


8.6 The Employment Insurance Act requires that an account be established, 
in the accounts of Canada, for employment insurance revenues and 
expenditures. There have been many discussions about what the balance in 
the Employment Insurance Account represents. We have used terms like 
“notional account” and “tracking account” to describe the balance, because 
funds received in the form of premiums are deposited in the government’s 
Consolidated Revenue Fund and not in a separate bank account. The EI 
Account balance provides a basis for managing the Account, and has been an 
important factor in setting premium rates. 


8.7 Section 66 of the Employment Insurance Act requires that, to the extent 
possible, the premium rate be set to provide enough revenue over a business 
cycle to pay amounts authorized to be charged to the Account, while 
maintaining relatively stable rates. In our view, this means that employment 
insurance premiums should equal expenditures over the same period of time 
and provide sufficient reserve to keep rates stable in an economic downturn. 
We believe Parliament’s intent was that the program would operate on a 
break-even basis over the course of a business cycle. The legislation also made 
it necessary for the Canada Employment Insurance Commission to make 
certain key decisions—such as how it would define “business cycle” and 
“relatively stable rates.” 


88 In May 2001, the Act was amended to suspend section 66 for 2002 and 
2003 and to give the Governor-in-Council the authority to set the rates for 
those two years. The rate for 2004 was set in the Act in accordance with the 
2003 Budget legislation, and section 66 was further suspended. The rates for 
2002, 2003, and 2004 were set respectively at $2.20, $2.10, and $1.98 per 
$100 of insurable earnings. 


89 The Employment Insurance Act provides that all money collected for 
employment insurance purposes be credited to the Account. The only 
authorized amounts that can be charged to the Account are employment 
insurance benefits and administration costs. In our view, Parliament did not 
intend for the Account to accumulate a surplus beyond what could 
reasonably be spent for employment insurance purposes. In his 2001 report, 
the Chief Actuary of Human Resources Development Canada estimated that 
a maximum reserve of $15 billion was sufficient. Since section 66 of the 
Employment Insurance Act was suspended, the Commission has not requested 
another report. The current surplus now exceeds three times the maximum 
reserve considered sufficient by the Chief Actuary. Accordingly, we believe 
the government has not observed the intent of the Employment Insurance Act. 


8.10 In the 2003 Budget, the government announced that it would conduct 
consultations on a new rate-setting process and would introduce legislation 
to implement a process for establishing the 2005 rate. In the 2004 Budget, the 
government noted that it was reviewing the results of the consultations and 
still planned to introduce legislation for 2005. Also, by suspending section 66 
again, it gave the Governor-in-Council the authority to set the rate for 2005 
should legislation not be passed in time. Even after public consultations, there 
has been no progress on resolving this issue. 
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8.11 Inthe 2003 and 2004 budgets, the government described the principles 
for its new premium-rate-setting process: 


* Rates should be set transparently and on the basis of independent expert 
advice. 


. 


« Expected premium revenues should correspond to expected program 
costs. 


* Rates should mitigate the impact on the business cycle and be stable 
Over time. 


8.12 The principles are consistent with those in section 66 of the Act. They 
are also consistent with our interpretation that Parliament’s intent was for the 
Employment Insurance Program to run on a break-even basis over time. The 
principles may ensure that the surplus does not grow significantly once a new 
rate-setting process is in place. However, they do not address the $46 billion 
surplus that has accumulated. 


8.13 The 2004 EI premium rate was set in the 2003 Budget on the basis of 
economic forecasts and the principles noted above—in particular, that the 
rates would generate premium revenues equal to projected program costs. 
However, premium revenues do not include interest revenues. With an 
accumulated surplus that exceeds $46 billion, interest revenues will continue 
to contribute significantly to the surplus. In 2003-04, interest revenues added 
about $1 billion to the operating surplus. 


Conclusion 8.14 Even after public consultations, the government has yet to address the 
concerns about the surplus in the Employment Insurance Account. In 
May 2001, section 66 of the Employment Insurance Act was suspended for two 
years. In the 2003 and 2004 budgets, the government announced that it 
would have legislation for a new rate-setting process in place for 2005. Three 
years after the suspension of section 66, legislation has yet to be introduced. 


8.15 In our view, Parliament did not intend for the Account to accumulate a 
surplus beyond what could reasonably be spent for employment insurance 
purposes, given the existing benefit structure and allowing for an economic 
downturn. In our opinion, the government has not observed the intent of the 
Employment Insurance Act. 


The government’s comments. The government believes that the setting of 
the Employment Insurance premium rates has been consistent with the 
applicable legislation. For 2001 and prior, under Bill C-111, the Canada 
Employment Insurance Commission, which is independent of the 
government, set the Employment Insurance premium rates and not the 
government. With respect to Employment Insurance rate setting for 2002, 
2003, 2004, and 2005, Parliament approved legislation that gave the 
government the authority to set premium rates for these years. 
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There has been considerable confusion about the rate-setting process. This 
was first highlighted in the 1999 Report of the Standing Committee on 
Finance. In the 2003 Budget, the government launched formal consultations 
on a new rate-setting mechanism based on a number of principles. These 
principles were reiterated in the 2004 Budget and provided the basis for the 
setting of the premium rates in 2004. The government remains committed to 
these principles in the setting of premium rates. 


Audit team 


Assistant Auditor General: Nancy Cheng 
Principal: Jean-Pierre Plouffe 
Director: Marise Bédard 


For information, please contact Communications at (613) 995-3708 


or 1-888-761-5953 (toll-free). 
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Parc Downsview Park Inc. 


Unresolved issues related to the transfer of Downsview lands and the 
financing of Downsview Park’s future operations 


In brief We have reported annually for the last four years that the Government of 
Canada has not requested—and accordingly Parliament has not provided— 
clear and explicit authority to create and operate an urban park, an initiative 
that Parc Downsview Park Inc. has undertaken. Furthermore, Parliament has 
not authorized the related spending of public funds. The government met 
applicable legal and administrative requirements in establishing Downsview 
Park. However, the individual steps taken together had the effect of leaving 
Parliament out of the decision-making process. 


We have also commented on shortcomings in the corporate structure adopted 
for the Downsview Park initiative. In 2003, we reported that the government 
took steps to address certain issues that we and the Public Accounts 
Committee had previously raised about the Park. Although it did not request 
Parliament’s clear and explicit authority to create and operate the Park, the 
government has deemed Downsview Park to be a parent Crown corporation 
that will report to Parliament through the responsible minister. The 
government also took steps to remedy shortcomings in the structure of 
Downsview Park. 


However, the government has not yet resolved the issues related to the 
transfer of Downsview lands from National Defence to Downsview Park and 
to the financing of the Park’s future operations. Although no formal 
appraisals were done, the portion of the land designated for commercial 
development was estimated to be worth over $100 million in 2001. 
Downsview Park’s ability to fulfill its mandate to develop and operate an 
urban park on a self-financing basis depends on the resolution of these issues. 


Audit objective 8.16 Our objective was to determine the progress the government had made 
in addressing our remaining concerns about the transfer of Downsview lands 
and the future funding of Downsview Park. 


Background 8.17 Downsview Park was established following the closure of the Canadian 
Forces Base in Toronto announced in the government’s 1994 Budget, 
although the only reference the Budget made to Downsview Park was a 
reference to the National Defence budget impact paper. That paper 
indicated, “[the] Downsview site will be held in perpetuity and in trust 
primarily as a unique urban recreational green space for the enjoyment of 


future generations.” 


8.18 In November 1995 the government approved, in principle, the use of 
about 600 acres of Downsview land for development of the park based on the 


following principles: 


« the retention of more than one-half of the site as parkland; 
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* the ability to be “self-financing” from sources outside federal 
appropriations, including the ability to raise limited debt from the 
private sector; 


* the capability to raise and retain other qualifying revenues and to form 
corporate relationships with third parties for this purpose; 


* operation based on a “trust concept,” recognizing the special nature of 
these lands; and 


* accommodation of a continuing military presence. 


8.19 In April 1997, the government issued an order-in-council authorizing 
Canada Lands Company Limited (Canada Lands), a non-agent Crown 
corporation, to set up a subsidiary corporation that would develop an urban, 
recreational, green space on a self-financing basis for the enjoyment of future 
generations. Canada Lands incorporated Parc Downsview Park Inc. as a 
wholly-owned subsidiary Crown corporation in July 1998. 


8.20 On 15 August 2000, pursuant to the authority granted under an 
order-in-council, Downsview Park acquired about 32 acres of land from 
National Defence in exchange for a $19 million promissory note payable in 
2050, bearing no interest and subordinated to all other debts of Downsview 
Park. In September 2000, it sold the land to a private sector company; the 
sale proceeds were deposited in its bank account and have been used 
primarily to fund the operations of Downsview Park. In effect, the 
government has indirectly transferred $19 million in cash to Downsview Park 
to fund its activities. 


8.21 Our previous observations. We have reported annually since 
October 2000 that the government has not requested—and accordingly 
Parliament has not provided—clear and explicit authority to create and 
operate an urban park, an initiative that Downsview Park has undertaken. 
Furthermore, Parliament has not authorized the related spending of public 
funds. The government met legal and administrative requirements in 
establishing Downsview Park. However, the individual steps taken together 
had the effect of leaving Parliament out of the decision-making process. We 
have also commented on shortcomings in the corporate structure adopted for 
Downsview Park. 


8.22 The House of Commons Standing Committee on Public Accounts held 
hearings on this matter in 2002 and made five recommendations, among 
them that the Privy Council Office seek parliamentary approval to make 
Downsview Park, a parent Crown corporation. In response, the government 
noted that the creation of Downsview Park had met all legal requirements 
and followed appropriate authorities. 


8.23 However, on 3 September 2003, the government took action to 
address our concerns and those of the Public Accounts Committee. It 
deemed Downsview Park a parent Crown corporation directly accountable to 
Parliament through the responsible minister. 
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8.24 On 16 September 2003, a royal proclamation converted Downsview 
Park from a non-agent to an agent Crown corporation with certain privileges 
normally enjoyed by the Crown, including eligibility to receive donations 
from the private sector. 


8.25 In our November 2003 Report we concluded that these actions had 
addressed the issues we had raised about Downsview Park’s accountability to 
Parliament and the shortcomings in its corporate structure. 


Issues 8.26 Although the government has addressed some of the issues we raised in 
our previous reports, there are still unresolved issues. These relate to the 
transfer of Downsview lands from National Defence to Downsview Park and 
to the financing of the future development and operations of the Park. 
Although no formal appraisals were done, the portion of the land designated 
for commercial development was estimated to be worth over $100 million in 
2001. To date, the government has made no final decisions on these issues. 


8.271 Having become an agent Crown corporation, Downsview Park entered 
into a memorandum of understanding (MOU) with National Defence, an 
interim operating arrangement as of 16 September 2003. Under the MOU, 
Downsview Park acts effectively as a property manager for National Defence 
and is paid management fees. This arrangement is to continue until the 
Downsview lands are transferred to Downsview Park. 


8.28 The Corporate Plan for the period 2003-04 to 2007-08, which 
Downsview Park submitted when it became a “deemed” parent Crown 
corporation, was approved by the Governor-in-Council only for the 2003-04 
planning period. The Corporate Plan for the period 2004-05 to 2008-09 is. 
still being finalized. 


8.29 The uncertainties arising from the unresolved land transfer issues and 
funding arrangements limit Downsview Park’s ability to achieve its core 
mandate. Its Board of Directors has stated that the organization’s ability to 
fulfill its mandate depends on resolving these issues. Meanwhile, Downsview 
Park continues to incur operating costs. At 31 March 2004, about $8 million 
out of the $19 million it obtained from the sale of a parcel of land in 2000 had 
been used to fund its activities. 


Conclusion 830 The transfer of Downsview lands from National Defence to 
Downsview Park and the financing of the organization’s future operations are 
issues that need to be resolved if Downsview Park is to fulfill its mandate to 
create and operate an urban park on a self-financing basis. 
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Infrastructure Canada’s comments. Infrastructure Canada officials will 
continue to work with central agencies, officials at Pare Downsview Park Inc., 
and National Defence to find a mechanism to enable the transfer of 
Downsview lands from National Defence to Pare Downsview Park Inc. The 
transfer of the Downsview lands is a necessary first step to ensure that the 
Corporation can finance the future development of Downsview Park. 


Audit team 
Assistant Auditor General: Shahid Minto 


Principal: Alain Boucher 
Director: Amjad Saeed 


For information, please contact Communications at (613) 995-3708 


or 1-888-761-5953 (toll-free). 
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Telefilm Canada 


The majority of the activities of Telefilm Canada are not consistent with 
its Act ~ 


In brief The mission of Telefilm Canada, as stated in the Telefilm Canada Act, is to 
foster and promote the development of the feature film industry in Canada. 
However, since 1967 when the original Act was adopted, the government has 
extended the Corporation’s activities to include the television, new media, 
and music sectors, with memoranda of understanding and contribution 
agreements with Canadian Heritage. The majority of the Corporation’s 
expenses are for these new activities. 


Telefilm Canada’s role and responsibilities have expanded to other industries, 
while its Act still limits it to the development of the feature film industry. In 
our opinion, the Corporation’s activities in supporting the development of the 
television, new media, and music industries are not consistent with its legal 
mandate. If the government intends to have Telefilm Canada support these 
industries, it needs to reflect this in the Act. 


Audit objective 831 Our objective was to determine whether the activities of Telefilm 
Canada, which came to our attention during our audit of its financial 
statements, conform in all significant respects with the Telefilm Canada Act 
and the by-laws of the Corporation. 


Background ‘The activities of Telefilm Canada have evolved 


8.32 In 1967 the Canadian Film Development Corporation Act (in June 2002 
it became the Telefilm Canada Act) created the Canadian Film Development 
Corporation. The Act stipulates that the Corporation is “to foster and 
promote the development of a feature film industry in Canada.” To this end, 
the Corporation may 


* invest in individual Canadian feature film productions in return for a 
share in the proceeds from any such production; 


* make loans to producers of individual Canadian feature film productions 
and charge interest; 


* award outstanding accomplishments in the production of Canadian 
feature films; 


+ provide grants to filmmakers and film technicians who reside in Canada 
to assist them in improving their craft; 


advise and assist Canadian feature film producers in the distribution of 
their films and the administration of feature film production; and 


* guarantee loans for the production and distribution of films, following an 
amendment to the Act in 1994. 
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8.33 = From 1968 to 1983, the Corporation focussed on the production and 
development of Canadian feature films. By the mid 1970s, its annual 
investments were $3 million to $4 million. In 1982-83, its parliamentary 
appropriation totalled $4.5 million. 


8.34 From 1983 to 2004, the federal government increased, in a significant 
way, the activities of the Corporation (in 2002 it became officially Telefilm 
Canada). In response to changes in technology, the needs of the industry, and 
the cultural objectives of the government, the Department of 
Communications (which ceased operating in 1993), and then Canadian 
Heritage created funds and programs in the following sectors: feature film, 
television, new media, and music. The management of these funds and 
programs was entrusted to Telefilm. It receives additional funding through 
annual parliamentary appropriation and through contributions from 
Canadian Heritage. Memoranda of understanding and contribution 
agreements confirm Telefilm Canada’s additional responsibilities, the 
government’s objectives, and the amount of contributions accorded to the 
Corporation. In addition, they set out the terms and conditions of the new 
funds and programs and specify the administrative and accountability 
frameworks required by the Department. Exhibit 8.2 lists the Corporation's 
activities from 1967 to 2001. 


eee 
Exhibit 8.2 The Corporation's activities from 1967 to 2001 


1967 The Canadian Film Development Corporation was created (it became 
officially Telefilm Canada in 2002) to foster the development of a feature 
film industry by assisting the private sector with the production of feature 
films. 


1983 The Canadian Broadcast Development Fund was created to finance part of 
the cost of planning, developing, and producing Canadian television 
productions in the following categories: drama, variety, children’s 
programming, and documentaries. 


4h — -— Seas + 


1986 The Feature Film Fund was created to finance scripts, project 
development, and feature film launches in cinemas, and to grant 
long-term loans to Canadian distribution and foreign sales companies. 


The Versioning Assistance Fund was created to finance the dubbing and 
subtitling of Canadian and foreign film and television productions that are 
distributed in Canada. 


1988 The Feature Film Distribution Fund was created to assist Canadian film 
distributors buy the distribution rights of Canadian feature films destined 
for Canadian and foreign cinemas and assist them in corporate 

development and marketing initiatives. 


The Canada Television and Cable Production Fund was created (it became 
the Canadian Television Fund in 1998). Telefilm administers one of the 
fund’s two programs: the Equity Investment Program. This program, a 
continuation of the 1983 Canadian Broadcast Development Fund, pursues 
the same objectives and activities. 
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Exhibit 8.2 The Corporation’s activities from 1967 to 2001 (cont’d) 


1998 The Multimedia Fund (it became the Canada New Media Fund in 2001) 
was created to finance the development, production, and marketing of 
multimedia works, and the growth and development of a Canadian 
multimedia production and distribution industry that is competitive in 
international markets. 


2000 The Canada Feature Film Fund combines the Feature Film Fund, the 
Versioning Assistance Fund, and the Feature Film Distribution Fund. It 
finances similar activities as the initial funds. 


2001 The Music Entrepreneur Program was created; it consists of two 
components. It finances the development or update of a five-year business 
plan, which will further the objectives of the Program, and it assists with 
the implementation of such business plans. 


8.35 The new programs and additional funding allow Telefilm Canada to 
finance the different stages of a feature film and television production, 
specifically script development, production, and distribution and promotion 
in Canada and abroad. Also, the Corporation can finance the development, 
production, and marketing of new media products. It can support the music 
industry with financial assistance to organizations in this sector. For 2003-04, 
federal funding to the Corporation totalled $199 million, which included a 
parliamentary appropriation of $128 million and contributions of $71 million 
from Canadian Heritage. 


The majority of commitments are for activities other than feature films 


8.36 The majority of Telefilm Canada’s commitments lie in developing the 
television, new media, and music industries. Exhibit 8.3 shows that these 
commitments represent 62 percent of all the commitments of the last three 
fiscal years. 


Exhibit 8.3 Annual commitments by sector from 2001-02 to 2003-04 ($ millions) 


: Other activities 
Feature film Television New media __ Musi Total 
2001-02 : 61.6 LANs} IG) - 183 
2002-03 84.4 Ne) al 4.5 212.5 5 
2003-04 91.4 . 115.9 ghN5) : 87 225.5 id 
Total 237.4 i 344.7 i 25.7 13.2 621 : 
38% . 56% a 4% - 2% 7 : 100% : 


Source: Telefilm Canada, annual reports 2001-02 to 2003-04 
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8.37 — In order to fulfill its initial mandate and additional responsibilities, 
Telefilm Canada receives financing from the following sources: 


* A parliamentary appropriation, approved annually by Parliament and 
defined as “Payments to Telefilm Canada to be used for the purposes set 
out in the Telefilm Canada Act.” This appropriation finances the feature 
film sector and part of the activities of the television sector. 


* Contributions from Canadian Heritage finance part of the activities of 
the television sector and all the activities of the new media and music 
sectors. 

* Revenues from the recovery on investments, which must be reinvested 
in the same sector as the initial investment. 


* Contributions from a private non-profit organization finance part of the 
activities of the television sector. 


The parliamentary appropriations and the contributions from Canadian 
Heritage represent 53 percent and 30 percent of the Corporation’s total 


financing, from 2001 to 2004. 


Initiatives to amend the Act 


8.38 = Over the past years, a number of reports recommended that the 
government review the Act and clarify the Corporation’s mandate. They 
included the Report of the Task Force on Program Review (Nielsen Report) 
in 1985; the Report of the Task Force on Broadcasting Policy (Caplan/ 
Sauvageau Report) in 1986; the Report of the Standing Committee on 
Communications and Culture in 1988; and the Report of the Mandate 
Review Committee of the Canadian Broadcasting Corporation, the National 
Film Board and of Telefilm Canada (Juneau Report) in 1996. More recently, 
the Report of the Standing Committee on Canadian Heritage (Lincoln 
Report), published in June 2003, also discusses the necessity to clarify the 
mandate of various cultural organizations including Telefilm Canada. 


8.39 During our audit, we found documents, from 1986 and earlier, on 
initiatives to adopt, among other things, a generic term to describe the 
Corporation’s mandate such as “cultural industries” that would cover the 
television, new media, and music sectors. Also, since 2001, Canadian 
Heritage and Telefilm Canada’s Board of Directors have discussed the 
mandate of the Corporation and changes to the Act. Nevertheless, these 
initiatives and discussions did not lead to a proposal for draft legislation. 


8.40 We were informed that in 2003 Telefilm Canada and Canadian 
Heritage started reviewing the Telefilm Canada Act to reflect the current 
operational context of the Corporation, the powers granted to it, and the 
principles of modern governance. 
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The Telefilm Canada Act was not amended 


8.41 Over the years, the activities of Telefilm Canada were expanded 
without an amendment to its Act. Instead, the government entered into 
contribution agreements for Telefilm’s other activities that were not in feature 
films. 


8.42 Our Office expressed concern, to Telefilm Canada’s management and 
Audit and Finance Committee, that the Corporation’s activities have been 
expanded while its legal mandate has not been brought up to date. We also 
noted the efforts made to address these concerns. In 2004, in our audit report 
on Telefilm Canada’s financial statements, we issued a reservation on the 
compliance of its activities with the Telefilm Canada Act. In our opinion, the 
activities for developing the television, new media, and music industries are 
not consistent with the mandate of the Corporation. 


Conclusion 843 In its annual report and financial statements, Telefilm Canada clearly 
describes its activities and presents the expenses for each sector separately. 
However, the activities in the television, new media, and music industries are 
not consistent with its mandate—to develop the feature film industry. 


8.44 If the government intends Telefilm Canada to support the 
development of the television, new media, and music industries, it needs to 
review the Telefilm Canada Act and have the necessary modifications passed 
by Parliament. 


8.45 Recommendation. The government should clarify the mandate and 
powers that it wants Telefilm Canada to have, update the Telefilm Canada Act 
to reflect the changes, and obtain parliamentary approval. 


Canadian Heritage’s response. Canadian Heritage is currently in the process 
of putting forward proposals to address the situation. 


Audit team 


Assistant Auditor General: Nancy Cheng 
Principal: Francine Deneault-Bissonnette 
Project leader: Louise Grand’Maison 


For information, please contact Communications at (613) 995-3708 


or 1-888-761-5953 (toll-free). 
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Appendix A Auditor General Act 


Short title 


Definitions 
“appropriate Minister” 
“Auditor General” 


“category | department” 


“Commissioner” 


“Crown corporation” 


“department” 
“registrar” 
“sustainable 
development” 


“sustainable 
development strategy” 


Appointment and tenure 
of office 


Idem 


Re-appointment 


Vacancy 


R:9:C; cy A-17 
An Act respecting the Office of the Auditor General of Canada and 
sustainable development monitoring and reporting 
1995, c. 43, s.1. 


Short Title 

a This Act may be cited as the Auditor General Act. 1976-77, c. 34, s.1. 

Interpretation 

2. In this Act, 

“appropriate Minister” has the meaning assigned by section 2 of the Financial Administration Act; 
“Auditor General” means the Auditor General of Canada appointed pursuant to subsection 3(1); 


“category | department” means 
(a) any department named in Schedule | to the Financial Administration Act, 


(b) any department in respect of which a direction has been made under subsection 
24(3), and 


(c) any department set out in the schedule; 


“Commissioner” means the Commissioner of the Environment and Sustainable Development appointed 
under subsection 15.1(1); 


“Crown corporation” has the meaning assigned to that expression by section 83 of the Financial 
Administration Act; 


“department” has the meaning assigned to that term by section 2 of the Financial Administration Act; 


“registrar” means the Bank ot Canada and a registrar appointed under Part IV of the Financial 
Administration Act; 


“sustainable development” means development that meets the needs of the present without 
compromising the ability of future generations to meet their own needs; 


“sustainable development strategy”, with respect to a category | department, means the department's 
objectives, and plans of action, to further sustainable development. 1976-77, c. 34, s. 2; 1984, c. 31, 
S, Ile NSIS), ASS, 2: 


Auditor General of Canada 


3) (1) The Governor in Council shall, by commission under the Great Seal, appoint a qualified 
auditor to be the officer called the Auditor General of Canada to hold office during good behaviour for a 
term of ten years, but the Auditor General may be removed by the Governor in Council on address of the 
Senate and House of Commons. 


(2) Notwithstanding subsection (1), the Auditor General ceases to hold office on attaining the age 
of sixty-five years. 


(3) Once having served as the Auditor General, a person is not eligible for re-appointment 
to that office. 


(4) In the event of the absence or incapacity of the Auditor General or if the office of Auditor 
General is vacant, the Governor in Council may appoint a person temporarily to perform the duties of 
Auditor General. 1976-77, c. 34, s. 3. 
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Salary 


Pension benefits 


Examination 


Idem 


Annual and additional 
reports to the House of 
Commons 


Idem 


Submission of annual 
report to Speaker and 
tabling in the House of 
Commons 


4. (1) The Auditor General shall be paid a salary equal to the salary of a puisne judge of the 
Supreme Court of Canada. 


(2) The provisions of the Public Service Superannuation Act, other than those relating to tenure 
of office, apply to the Auditor General except that a person appointed as Auditor General from outside the 
Public Service may, by notice in writing given to the President of the Treasury Board not more than sixty 
days after the date of his appointment as Auditor General, elect to participate in the pension plan 
provided for in the Diplomatic Service (Special) Superannuation Act in which case the provisions of that 
Act, other than those relating to tenure of office, apply to him and the provisions of the Public Service 
Superannuation Act do not apply to him. 1976-77, c. 34, s. 4; 1980-81-82-83, c. 50, s. 23, c. 55, 
Se 


Duties 


5s The Auditor General is the auditor of the accounts of Canada, including those relating to the 
Consolidated Revenue Fund and as such shall make such examinations and inquiries as he considers 
necessary to enable him to report as required by this Act. 1976-77, c. 34,s. 5. 


6. The Auditor General shall examine the several financial statements required by section 64 of the 
Financial Administration Act to be included in the Public Accounts, and any other statement that the 
President of the Treasury Board or the Minister of Finance may present for audit and shall express his 
opinion as to whether they present fairly information in accordance with stated accounting policies of the 
federal government and on a basis consistent with that of the preceding year together with any 
reservations he may have. 1976-77, c. 34, s. 6; 1980-81-82-83, c. 170, s. 25. 


Th: (1) The Auditor General shall report annually to the House of Commons and may make, in 
addition to any special report made under subsection 8(1) or 19(2) and the Commissioner’s report under 
subsection 23(2), not more than three additional reports in any year to the House of Commons 


(a) on the work of his office; and, 


(b) on whether, in carrying on the work of his office, he received all the information and 
explanations he required. 


(2) Each report of the Auditor General under subsection (1) shall call attention to anything that he 
considers to be of significance and of a nature that should be brought to the attention of the House of 
Commons, including any cases in which he has observed that 


(a) accounts have not been faithfully and properly maintained or public money has not 
been fully accounted for or paid, where so required by law, into the Consolidated 
Revenue Fund; 


(b) essential records have not been maintained or the rules and procedures applied have 
been insufficient to safeguard and control public property, to secure an effective check 
on the assessment, collection and proper allocation of the revenue and to ensure that 
expenditures have been made only as authorized: 

(c) money has been expended other than for purposes for which it was appropriated by 
Parliament; 


(d) money has been expended without due regard to economy or efficiency; 

(e) satisfactory procedures have not been established to measure and report the 
effectiveness of programs, where such procedures could appropriately and reasonably 
be implemented; or 


(f) money has been expended without due regard to the environmental effects of those 
expenditures in the context of sustainable development. 


(3) Each annual report by the Auditor General to the House of Commons shall be submitted to 
the Speaker of the House of Commons on or before December 31 in the year to which the report relates 
and the Speaker of the House of Commons shall lay each such report before the House of Commons 
forthwith after receiving it or, if that House is not then sitting, on any of the first fifteen days on which 
that House is sitting after the Speaker receives it. 
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(4) Where the Auditor General proposes to make an additional report under subsection (1), the 
Auditor General shall send written notice to the Speaker of the House of Commons of the subject-matter 
of the proposed report. 


(5) Each additional report of the Auditor General to the House of Commons made under 
subsection (1) shall be submitted to the House of Commons on the expiration of thirty days after the 
notice is sent pursuant to subsection (4) or any longer period that is specified in the notice and the 
Speaker of the House of Commons shall lay each such report before the House of Commons forthwith 
after receiving it or, if that House is not then sitting, on any of the first fifteen days on which that House is 
sitting after the Speaker receives it. 1976-77, c. 34, s. 7; 1994, c. 32, s. 1 and 2; 1995, c. 43,s. 3. 


8. (1) The Auditor General may make a special report to the House of Commons on any matter of 
pressing importance or urgency that, in the opinion of the Auditor General, should not be deferred until 
the presentation of the next report under subsection 7(1). 


(2) Each special report of the Auditor General to the House of Commons made under subsection 
(1) or 19(2) shall be submitted to the Speaker of the House of Commons and shall be laid before the 
House of Commons by the Speaker of the House of Commons forthwith after receipt thereof by him, or if 
that House is not then sitting, on the first day next thereafter that the House of Commons is sitting. 
1976-77, ¢. 34, s. 8: 1994, ¢ 32, s: 3: 


9. The Auditor General shall 


(a) make such examination of the accounts and records of each registrar as he deems 
necessary, and such other examinations of a registrar’s transactions as the Minister of 
Finance may require, and 
(b) when and to the extent required by the Minister of Finance, participate in the 
destruction of any redeemed or cancelled securities or unissued reserves of securities 
authorized to be destroyed under the Financial Administration Act, 
and he may, by arrangement with a registrar, maintain custody and control, jointly with that registrar, of 
cancelled and unissued securities. 1976-77, c. 34, s. 9. 


10. Whenever it appears to the Auditor General that any public money has been improperly retained 
by any person, he shall forthwith report the circumstances of the case to the President of the Treasury 
Board. 1976-77, c. 34, s.10. 


11. The Auditor General may, if in his opinion such an assignment does not interfere with his primary 
responsibilities, whenever the Governor in Council so requests, inquire into and report on any matter 
relating to the financial affairs of Canada or to public property or inquire into and report on any person or 
organization that has received financial aid from the Government of Canada or in respect of which 
financial aid from the Government of Canada is sought. 1976-77, c. 34, s. 11. 


12. The Auditor General may advise appropriate officers and employees in the public service of 
Canada of matters discovered in his examinations and, in particular, may draw any such matter to the 
attention of officers and employees engaged in the conduct of the business of the Treasury Board. 
1976-7 Irie S4gse 1 Oey. 


Access to Information 


13. (1) Except as provided by any other Act of Parliament that expressly refers to this subsection, 
the Auditor General is entitled to free access at all convenient times to information that relates to the 
fulfilment of his responsibilities and he is also entitled to require and receive from members of the public 
service of Canada such information, reports and explanations as he deems necessary for that purpose. 


(2) In order to carry out his duties more effectively, the Auditor General may station in any 
department any person employed in his office, and the department shall provide the necessary office 
accommodation for any person so stationed. 
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(3) The Auditor General shall require every person employed in his office who is to examine the 
accounts of a department or of a Crown corporation pursuant to this Act to comply with any security 
requirements applicable to, and to take any oath of secrecy required to be taken by, persons employed in 
that department or Crown corporation. 


(4) The Auditor General may examine any person on oath on any matter pertaining to any 
account subject to audit by him and for the purposes of any such examination the Auditor General may 
exercise all the powers of a commissioner under Part | of the /nguiries Act. 1976-77, c. 34, s.13. 


14. (1) Notwithstanding subsections (2) and (3), in order to fulfil his responsibilities as the auditor of 
the accounts of Canada, the Auditor General may rely on the report of the duly appointed auditor of a 
Crown corporation or of any subsidiary of a Crown corporation. 


(2) The Auditor General may request a Crown corporation to obtain and furnish to him such 
information and explanations from its present or former directors, officers, employees, agents and 
auditors or those of any of its subsidiaries as are, in his opinion, necessary to enable him to fulfil his 
responsibilities as the auditor of the accounts of Canada. 


(3) If, in the opinion of the Auditor General, a Crown corporation, in response to a request made 
under subsection (2), fails to provide any or sufficient information or explanations, he may so advise the 
Governor in Council, who may thereupon direct the officers of the corporation to furnish the Auditor 
General with such information and explanations and to give him access to those records, documents, 
books, accounts and vouchers of the corporation or any of its subsidiaries access to which is, in the 
opinion of the Auditor General, necessary for him to fulfil his responsibilities as the auditor of the 
accounts of Canada. 1976-77, c. 34, s. 14. 


Staff of the Auditor General 


15. (1) Such officers and employees as are necessary to enable the Auditor General to perform his 
duties shall be appointed in accordance with the Public Service Employment Act. 


(2) Subject to any other Act of Parliament or regulations made thereunder, but without the 
approval of the Treasury Board, the Auditor General may, within the total dollar limitations established 
for his office in appropriation Acts, contract for professional services. 


(3) The Auditor General may exercise and perform, in such manner and subject to such terms 
and conditions as the Public Service Commission directs, the powers, duties and functions of the Public 
Service Commission under the Public Service Employment Act, other than the powers, duties and 
functions of the Commission in relation to appeals under section 21 of that Act and inquiries under 
section 34 of that Act. 


(4) The Auditor General may suspend from the performance of his duty any person employed in 
his office. 1976-77, c. 34,5. 15; 1992, c. 54, s. 79. 


15.1 (1) The Auditor General shall, in accordance with the Public Service Employment Act, appoint a 
senior officer to be called the Commissioner of the Environment and Sustainable Development who shall 
report directly to the Auditor General. 


(2) The Commissioner shall assist the Auditor General in performing the duties of the Auditor 
General set out in this Act that relate to the environment and sustainable development. 1995, c. 43, 
S.A: 


16. _—_In respect of persons employed in his office, the Auditor General is authorized to exercise the 
powers and perform the duties and functions of the Treasury Board under the Financial Administration 
Act that relate to personnel management including the determination of terms and conditions of 
employment and the responsibility for employer and employee relations, within the meaning of 
paragraph 7(1)(e) and sections 11 to 13 of that Act. 1976-77, c. 34, s.16. 


17. —_ Classification standards may be prepared for persons employed in the office of the Auditor 
General to conform with the classifications that the Auditor General recognizes for the purposes of that 
office. 1976-77, c. 34, s. 18. 
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Delegation 18. The Auditor General may designate a senior member of his staff to sign on his behalf any opinion 
that he is required to give and any report, other than his annual report on the financial statements of 
Canada made pursuant to section 64 of the Financial Administration Act and his reports to the House of 
Commons under this Act, and any member so signing an opinion or report shall indicate beneath his 
signature his position in the office of the Auditor General and the fact that he is signing on behalf of the 
Auditor General. 1976-77, c. 34, s. 19. 


Estimates 


Estimates 19. (1) The Auditor General shall annually prepare an estimate of the sums that will be required to be 
provided by Parliament for the payment of the salaries, allowances and expenses of his office during the 
next ensuing fiscal year. 


Special report (2) The Auditor General may make a special report to the House of Commons in the event that 
amounts provided for his office in the estimates submitted to Parliament are, in his opinion, inadequate 
to enable him to fulfil the responsibilities of his office. 1976-77, c. 34, s. 20. 


Appropriation allotments 20. The provisions of the Financial Administration Act with respect to the division of appropriations 
into allotments do not apply in respect of appropriations for the office of the Auditor General. 1976-77, 
G SEs. Zi, 


Audit of the Office of the Auditor General 


Audit of the office ofthe 21. (1) A qualified auditor nominated by the Treasury Board shall examine the receipts and 
Auditor General disbursements of the office of the Auditor General and shall report annually the outcome of his 
examinations to the House of Commons. 


Submission of reports (2) Each report referred to in subsection (1) shall be submitted to the President of the Treasury 

and tabling Board on or before the 31st day of December in the year to which the report relates and the President of 
the Treasury Board shall lay each such report before the House of Commons within fifteen days after 
receipt thereof by him or, if that House is not then sitting, on any of the first fifteen days next thereafter 
that the House of Commons is sitting. 1976-77, c. 34, s. 22. 


Sustainable Development 


Purpose 21.1 The purpose of the Commissioner is to provide sustainable development monitoring and reporting 
on the progress of category | departments towards sustainable development, which is a continually 
evolving concept based on the integration of social, economic and environmental concerns, and which 
may be achieved by, among other things, 

(a) the integration of the environment and the economy; 

(b) protecting the health of Canadians; 

(c) protecting ecosystems; 

(d) meeting international obligations; 

(e) promoting equity; 

(f) an integrated approach to planning and making decisions that takes into account the 
environmental and natural resource costs of different economic options and the 
economic costs of different environmental and natural resource options; 

(g) preventing pollution; and 

(h) respect for nature and the needs of future generations. 1995, c. 43, s. 5. 


Petitions received 22. (1) Where the Auditor General receives a petition in writing from a resident of Canada about an 
environmental matter in the context of sustainable development that is the responsibility of a category | 
department, the Auditor General shall make a record of the petition and forward the petition within 
fifteen days after the day on which it is received to the appropriate Minister for the department. 


Acknowledgement to be (2) Within fifteen days after the day on which the Minister receives the petition from the Auditor 
sent General, the Minister shall send to the person who made the petition an acknowledgement of receipt of 
the petition and shall send a copy of the acknowledgement to the Auditor General. 
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(3) The Minister shall consider the petition and send to the person who made it a reply that 
responds to it, and shall send a copy of the reply to the Auditor General, within 


(a) one hundred and twenty days after the day on which the Minister receives the petition 
from the Auditor General; or 

(b) any longer time, where the Minister personally, within those one hundred and twenty 
days, notifies the person who made the petition that it is not possible to reply within 
those one hundred and twenty days and sends a copy of that notification to the Auditor 
General. 


(4) Where the petition is from more that one person, it is sufficient for the Minister to send the 
acknowledgement and reply, and the notification, if any, to one or more of the petitioners rather than to 
all of them. 1995, c. 43, s. 5. 


23. (1) The Commissioner shall make any examinations and inquiries that the Commissioner 
considers necessary in order to monitor 


(a) the extent to which category | departments have met the objectives, and implemented 
the plans, set out in their sustainable development strategies laid before the House of 
Commons under section 24; and 


(b) the replies by Ministers required by subsection 22(3). 


(2) The Commissioner shall, on behalf of the Auditor General, report annually to the House of 
Commons concerning anything that the Commissioner considers should be brought to the attention of 
that House in relation to environmental and other aspects of sustainable development, including 


(a) the extent to which category | departments have met the objectives, and implemented 
the plans, set out in their sustainable development strategies laid before that House 
under section 24; 

(b) the number of petitions recorded as required by subsection 22(1), the subject-matter 
of the petitions and their status; and 

(c) the exercising of the authority of the Governor in Council under any of 
subsections 24(3) to (5). 


(3) The report required by subsection (2) shall be submitted to the Speaker of the House of 
Commons and shall be laid before that House by the Speaker on any of the next fifteen days on which 
that House is sitting after the Speaker receives it. 1995, c. 43, s. 5. 


24. (1) The appropriate Minister for each category | department shall cause the department to 
prepare a sustainable development strategy for the department and shall cause the strategy to be laid 
before the House of Commons 


(a) within two years after this subsection comes into force; or 

(b) in the case of a department that becomes a category | department on a day after this 
subsection comes into force, before the earlier of the second anniversary of that day 
and a day fixed by the Governor in Council pursuant to subsection (4). 


(2) The appropriate Minister for the category | department shall cause the department’s 
sustainable development strategy to be updated at least every three years and shall cause each updated 
strategy to be laid before the House of Commons on any of the next fifteen days on which that House is 
sitting after the strategy is updated. 


(3) The Governor in Council may, on that recommendation of the appropriate Minister for a 
department not named in Schedule | to the Financial Administration Act, direct that the requirements of 
subsections (1) and (2) apply in respect of the department. 


(4) On the recommendation of the appropriate Minister for a department that becomes a category 
| department after this subsection comes into force, the Governor in Council may, for the purpose of 
subsection (1), fix the day before which the sustainable development strategy of the department shall be 
laid before the House of Commons. 


(5) The Governor in Council may, on the recommendation of the Minister of the Environment, 
make regulations prescribing the form in which sustainable development Strategies are to be prepared 
and the information required to be contained in them. 1995, c. 43, s. 5. 
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RSC Lr Lia 
Extracts from Part X 


CROWN CORPORATIONS 
Financial Management 


Books and systems 131. (1) Each parent Crown corporation shall cause 
(a) books of account and records in relation thereto to be kept, and 


(b) financial and management control and information systems and management practices to be 
maintained, 


in respect of itself and each of its wholly-owned subsidiaries, if any. 


Idem (2) The books, records, systems and practices referred to in subsection (1) shall be kept and 
maintained in such manner as will provide reasonable assurance that 

(a) the assets of the corporation and each subsidiary are safeguarded and controlled; 

(b) the transactions of the corporation and each subsidiary are in accordance with this Part, the 
regulations, the charter and by-laws of the corporation or subsidiary and any directive given to 
the corporation; and 

(c) the financial, human and physical resources of the corporation and each subsidiary are 


managed economically and efficiently and the operations of the corporation and each 
subsidiary are carried out effectively. 


Internal audit (3) Each parent Crown corporation shall cause internal audits to be conducted, in respect of itself 
and each of its wholly-owned subsidiaries, if any, to assess compliance with subsections (1) and (2), unless 
the Governor in Council is of the opinion that the benefits to be derived from those audits do not justify their 
cost. 


Financial statements (4) Each parent Crown corporation shall cause financial statements to be prepared annually, in 
respect of itself and its wholly-owned subsidiaries, if any, in accordance with generally accepted accounting 
principles as supplemented or augmented by regulations made pursuant to subsection (6) if any. 


Form of financial (5) The financial statements of a parent Crown corporation and of a wholly-owned subsidiary shall 
statements be prepared in a form that clearly sets out information according to the major businesses or activities of the 
corporation or subsidiary. 


Regulations (6) The Treasury Board may, for the purposes of subsection (4), make regulations respecting financial 
statements either generally or in respect of any specified parent Crown corporation or any parent Crown 
corporation of a specified class, but such regulations shall, in respect of the preparation of financial 
statements, only supplement or augment generally accepted accounting principles. 1991, c. 24, s. 41. 


Auditor’s Reports 


Annual auditor's 132. (1) Each parent Crown corporation shall cause an annual auditor’s report to be prepared, in respect 
report of itself and its wholly-owned subsidiaries, if any, in accordance with the regulations, on 


(a) the financial statements referred to in section 131 and any revised financial statement referred 
to in subsection 133(3); and 


(b) any quantitative information required to be audited pursuant to subsection (5). 
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(2) A report under subsection (1) shall be addressed to the appropriate Minister and shall 
(a) include separate statements, whether in the auditor’s opinion, 


(i) the financial statements are presented fairly in accordance with generally accepted 
accounting principles applied on a basis consistent with that of the preceding year, 

(ii) the quantitative information is accurate in all material respects and, if applicable, was 
prepared on a basis consistent with that of the preceding year, and 

(iii) the transactions of the corporation and of each subsidiary that have come to his notice in 
the course of the auditor's examination for the report were in accordance with this Part, 
the regulations, the charter and by-laws of the corporation or subsidiary and any directive 
given to the corporation; and 

(b) call attention to any other matter falling within the scope of the auditor’s examination for the 
report that, in his opinion, should be brought to the attention of Parliament. 


(3) The Treasury Board may make regulations prescribing the form and manner in which the report 
referred to in subsection (1) is to be prepared. 


(4) Notwithstanding any other provision of this Part, the auditor of a parent Crown corporation may 
prepare separate annual auditor’s reports on the statements referred to in paragraph (1)(a) and on the 
information referred to in paragraph (1)(b) if, in the auditor’s opinion, separate reports would be more 
appropriate. 


(5) The Treasury Board may require that any quantitative information required to be included in a 
parent Crown corporation’s annual report pursuant to subsection 150(3) be audited. 


(6) The auditor of a parent Crown corporation shall prepare such other reports respecting the 
corporation or any wholly-owned subsidiary of the corporation as the Governor in Council may require. 


(7) An auditor shall make such examination as he considers necessary to enable him to prepare a 
report under subsection (1) or (6). 


(8) An auditor shall, to the extent he considers practicable, rely on any internal audit of the 
corporation being audited that is conducted pursuant to subsection 131(3). 1991, c. 24, s.42. 


133. (1) A director or officer of a Crown corporation shall forthwith notify the auditor and the audit 
committee of the corporation, if any, of any error or omission of which the director or officer becomes aware 
in a financial statement that the auditor or a former auditor has reported on or in a report prepared by the 
auditor or a former auditor pursuant to section 132. 


(2) Where an auditor or former auditor of a Crown corporation is notified or becomes aware of any 
error or omission in a financial statement that the auditor or former auditor has reported on or in a report 
prepared by the auditor or former auditor pursuant to section 132, he shall forthwith notify each director of 
the corporation of the error or omission if he is of the opinion that the error or omission is material. 


(3) Where an auditor or former auditor of a Crown corporation notifies the directors of an error or 
omission in a financial statement or report pursuant to subsection (2), the corporation shall prepare a 
revised financial statement or the auditor or former auditor shall issue a correction to the report, as the case 
may be, and a copy thereof shall be given to the appropriate Minister. 1984, c. 31, s. 11. 


Auditors 


134. (1) The auditor of a parent Crown corporation shall be appointed annually by the Governor in 
Council, after the appropriate Minister has consulted the board of directors of the corporation, and may be 
removed at any time by the Governor in Council, after the appropriate Minister has consulted the board. 


(2) On and after January 1, 1989, the Auditor General of Canada shall be appointed by the Governor 
in Council as the auditor, or a joint auditor, of each parent Crown corporation named in Part | of Schedule Ill, 
unless the Auditor General waives the requirement that he be so appointed. 
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Idem (3) Subsections (1) and (2) do not apply in respect of any parent Crown corporation the auditor of 
which is specified by any other Act of Parliament to be the Auditor General of Canada, but the Auditor 
General is eligible to be appointed the auditor, or a joint auditor, of a parent Crown corporation pursuant to 
subsection (1) and section 135 does not apply to him. 


Exception (4) Notwithstanding subsection (1), where the report referred to in subsection 132(1) is to be 
prepared in respect of a wholly-owned subsidiary separately, the board of directors of the parent Crown 
corporation that wholly owns the subsidiary shall, after consultation with the board of directors of the 
subsidiary, appoint the auditor of the subsidiary, and subsections (6) and sections 135 to 137 apply in 
respect of that auditor as though the references therein to a parent Crown corporation were references to the 


subsidiary. 
Criteria for (5) The Governor in Council may make regulations prescribing the criteria to be applied in selecting 
appointment an auditor for appointment pursuant to subsection (1) or (4). 
Re-appointment (6) An auditor of a parent Crown corporation is eligible for re-appointment on the expiration of his 


appointment. 


Continuation in (7) Notwithstanding subsection (1), if an auditor of a parent Crown corporation is not appointed to 
office take office on the expiration of the appointment of an incumbent auditor, the incumbent auditor continues in 
office until his successor is appointed. 1984, c.31,s.11. 


Persons not eligible 135. (1) A person is disqualified from being appointed or re-appointed or continuing as an auditor of a 
parent Crown corporation pursuant to section 134 if that person is not independent of the corporation, any 
of its affiliates, or the directors or officers of the corporation or any of its affiliates. 


Independence (2) For the purpose of this section, 
(a) independence is a question of fact; and 
(b) a person is deemed not to be independent if that person or any of his business partners 
(i) is a business partner, director, officer or employee of the parent Crown corporation or any 
of its affiliates, or a business partner of any director, officer or employee of the corporation 
or any of its affiliates, 
(ii) beneficially owns or controls, directly or indirectly through a trustee, legal representative, 
agent or other intermediary, a material interest in the shares or debt of the parent Crown 
corporation or any of its affiliates, or 
(iii) has been a receiver, receiver-manager, liquidator or trustee in bankruptcy of the parent 
Crown corporation or any of its affiliates within two years of his proposed appointment as 
auditor of the corporation. 


Resignation (3) An auditor of a parent Crown corporation who becomes disqualified under this section shall 
resign forthwith after becoming aware of his disqualification. 1984, c.31, s.11. 

Qualifications 136. Nothing in sections 134 and 135 shall be construed as empowering the appointment, re- 

preserved appointment or continuation in office as an auditor of a parent Crown corporation of any person who does 


not meet any qualifications for such appointment, re-appointment or continuation established by any other 
Act of Parliament. 1984, c. 31, s. 11. 


Resignation 137. A resignation of an auditor of a parent Crown corporation becomes effective at the time the 
corporation receives a written resignation from the auditor or at the time specified in the resignation, 
whichever is later. 1984, c. 31, s. 11. 


Special Examination 


Special examination 138. (1) Each parent Crown corporation shall cause a special examination to be carried out in respect of 
itself and its wholly-owned subsidiaries, if any, to determine if the systems and practices referred to in 
paragraph 131(1)(b) were, in the period under examination, maintained in a manner that provided 
reasonable assurance that they met the requirements of paragraphs 131(2)(a) and (c). 
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Time for examination 


Plan 


Resolution of 
disagreements 


Reliance on internal 
audit 


Report 


Contents 


Special report of 
appropriate Minister 


Special report to 
Parliament 


Examiner 


Idem 


Exception 


Applicable 
provisions 


(2) A special examination shall be carried out at least once every five years and at such additional 
times as the Governor in Council, the appropriate Minister or the board of directors of the corporation to be 
examined may require. 


(3) Before an examiner commences a special examination, he shall survey the systems and practices 
of the corporation to be examined and submit a plan for the examination, including a statement of the 
criteria to be applied in the examination, to the audit committee of the corporation, or if there is no audit 
committee, to the board of directors of the corporation. 


(4) Any disagreement between the examiner and the audit committee or board of directors of a 
corporation with respect to a plan referred to in subsection (3) may be resolved 


(a) in the case of a parent Crown corporation, by the appropriate Minister; and 


(b) in the case of a wholly-owned subsidiary, by the parent Crown corporation that wholly owns 
the subsidiary. 


(5) An examiner shall, to the extent he considers practicable, rely on any internal audit of the 
corporation being examined conducted pursuant to subsection 131(3). 1984, c.31, s.11. 


139. (1) An examiner shall, on completion of the special examination, submit a report on his findings to 
the board of directors of the corporation examined. 


(2) The report of an examiner under subsection (1) shall include 


(a) a statement, whether in the examiner's opinion, with respect to the criteria established 
pursuant to subsection 138(3), there is reasonable assurance that there are no significant 
deficiencies in the systems and practices examined; and 


(b) a statement of the extent to which the examiner relied on internal audits. 1984, c.31, 5.11. 


140. Where the examiner of a parent Crown corporation, or a wholly owned subsidiary of a parent Crown 
corporation, named in Part | of Schedule Ill is of the opinion that his report under subsection 139(1) 
contains information that should be brought to the attention of the appropriate Minister, he shall, after 
consultation with the board of directors of the corporation, or with the board of the subsidiary and 
corporation, as the case may be, report that information to the Minister and furnish the board or boards with 
a copy of the report. 1984, c.31, 5.11. 


141. Where the examiner of a parent Crown corporation, or a wholly-owned subsidiary of a parent Crown 
corporation, named in Part | of Schedule III of the opinion that his report under subsection 139(1) contains 
information that should be brought to the attention of Parliament, he shall, after consultation with the 
appropriate Minister and the board of directors of the corporation, or with the boards of the subsidiary and 
corporation, as the case may be, prepare a report thereon for inclusion in the next annual report of the 
corporation and furnish the board or boards, the appropriate Minister and the Auditor General of Canada 
with copies of the report. 1984, c.31, 5.11. 


142. (1) Subject to subsections (2) and (3), a special examination referred to in section 138 shall be 
carried out by the auditor of a parent Crown corporation. 


(2) Where, in the opinion of the Governor in Council, a person other than the auditor of a parent 
Crown corporation should carry out a special examination, the Governor in Council may, after the 
appropriate Minister has consulted the board of directors of the corporation, appoint an auditor who is 
qualified for the purpose to carry out the examination in lieu of the auditor of the corporation and may, after 
the appropriate Minister has consulted the board, remove that qualified auditor at any time. 


(3) Where a special examination is to be carried out in respect of a wholly-owned subsidiary 
separately, the board of directors of the parent Crown corporation that wholly owns the subsidiary shall, after 
consultation with the board of directors of the subsidiary, appoint the qualified auditor who is to carry out 
the special examination. 


(4) Subject to subsection (5), sections 135 and 137 apply in respect of an examiner as though the 
references therein to an auditor were references to an examiner. 
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Auditor General (5) The Auditor General of Canada is eligible to be appointed an examiner and section 135 does not 
eligible apply to the Auditor General of Canada in respect of such an appointment. 1984, c. 31,s. 11. 


Consultation with Auditor General 


Consultation with 143. The auditor or examiner of a Crown corporation may at any time consult the Auditor General of 

Auditor General Canada on any matter relating to his audit or special examination and shall consult the Auditor General with 
respect to any matter that, in the opinion of the auditor or examiner, should be brought to the attention of 
Parliament pursuant to paragraph 132(2)(b) or section 141. 1984, c. 31,s. 11. 


Right to Information 


Right to Information 144, (1) On the demand of the auditor or examiner of a Crown corporation, the present or former directors, 
officers, employees or agents of the corporation shall furnish such 
(a) information and explanations, and 


(b) access to records, documents, books, accounts and vouchers of the corporation or any of its 
subsidiaries 
as the auditor or examiner considers necessary to enable him to prepare any report as required by this 
Division and that the directors, officers, employees or agents are reasonably able to furnish. 


Idem (2) On the demand of the auditor or examiner of a Crown corporation, the directors of the corporation 
shall 


(a) obtain from the present or former directors, officers, employees or agents of any subsidiary of 
the corporation such information and explanations as the auditor or examiner considers 
necessary to enable him to prepare any report as required by this Division and that the present 
or former directors, officers, employees or agents are reasonably able to furnish; and 


(b) furnish the auditor or examiner with the information and explanations so obtained. 


Reliance on reports (3) An auditor or examiner of a Crown corporation may reasonably rely on any report of any other 
auditor or examiner. 1984, c. 31, s. 11. 


Policy 


Restriction 145. Nothing in this Part or the regulations shall be construed as authorizing the auditor or examiner of a 
Crown corporation to express any opinion on the merits of matters of policy, including the merits of 
(a) the objects or purposes for which the corporation is incorporated, or the restrictions on the 
businesses or activities that it may carry on, as set out In its charter; 
(b) the objectives of the corporation; and 


(c) any business or policy decision of the corporation or of the Government of Canada. 1984, 
Gx silts: 1d: 


Qualified Privilege 


Qualified privilege 146. Any oral or written statement or report made under this Part or the regulations by the auditor or a 
former auditor, or the examiner or a former examiner, of a parent Crown corporation or a wholly-owned 
subsidiary has qualified privilege. 1991, c. 24, s. 43. 


Costs 


Cost of audit and 147. (1) The amounts paid to an auditor or examiner of a Crown corporation for preparing any report 
examination under section 132, 139, 140 or 141 shall be reported to the President of the Treasury Board. 


Idem (2) Where the Auditor General of Canada is the auditor or examiner of a Crown corporation, the costs 
incurred by him in preparing any report under section 132, 139, 140 or 141 shall be disclosed in the next 
annual report of the Auditor General and be paid out of the moneys appropriated for his office. 1984, c. 31, 
Sy lee 
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Audit committee 


Idem 


Duties 


Auditor's or 
examiner's 
attendance 


Calling meeting 


Wholly-owned 
subsidiary 
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Reports on material 
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Reports on wholly- 
owned subsidiaries 


Annual report 


Audit Committee 


148. (1) Each parent Crown corporation that has four or more directors shall establish an audit committee 
composed of not less than three directors of the corporation, the majority of whom are not officers or 
employees of the corporation or any of its affiliates. 


(2) In the case of a parent Crown corporation that has less than four directors, the board of directors 
of the corporation constitutes the audit committee of the corporation and shall perform the duties and 
functions assigned to an audit committee by any provision of this Part and the provision shall be construed 
accordingly. 


(3) The audit committee of a parent Crown corporation shall 


(a) review, and advise the board of directors with respect to, the financial statements that are to 
be included in the annual report of the corporation; 


(b) oversee any internal audit of the corporation that is conducted pursuant to subsection 131(3); 

(c) review, and advise the board of directors with respect to, the annual auditor’s report of the 
corporation referred to in subsection 132(1); 

(d) in the case of a corporation undergoing a special examination, review, and advise the board of 
directors with respect to, the plan and reports referred to in sections 138 to 141; and 


(e) perform such other functions as are assigned to it by the board of directors or the charter or 
by-laws of the corporation. 


(4) The auditor and any examiner of a parent Crown corporation are entitled to receive notice of every 
meeting of the audit committee and, at the expense of the corporation, to attend and be heard at each 
meeting; and, if so requested by a member of the audit committee, the auditor or examiner shall attend any 
or every meeting of the committee held during his term of office. 


(5) The auditor or examiner of a parent Crown corporation or a member of the audit committee may 
call a meeting of the committee. 


(6) Where the report referred to in subsection 132(1) is to be prepared in respect of a wholly-owned 
subsidiary separately, subsections (1) to (5) apply, with such modifications as the circumstances require, in 
respect of the subsidiary as though 


(a) the references in subsections (1) to (5) to a parent Crown corporation were references to the 
subsidiary; and 

(b) the reference in paragraph (3)(a) to the annual report of the corporation were a reference to 
the annual report of the parent Crown corporation that wholly owns the subsidiary. 1984, c. 
Sil, Sy IL, 


Reports 


149. (1) A parent Crown corporation shall provide the Treasury Board or the appropriate Minister with 
such accounts, budgets, returns, statements, documents, records, books, reports or other information as the 
Board or appropriate Minister may require. 


(2) The chief executive officer of a parent Crown corporation shall, as soon as reasonably practicable, 
notify the appropriate Minister, the President of the Treasury Board and any director of the corporation not 
already aware thereof of any financial or other developments that, in the chief executive officer’s opinion, are 
likely to have a material effect on the performance of the corporation, including its wholly-owned 
subsidiaries, if any, relative to the corporation’s objectives or on the corporation's requirements for funding. 


(3) Each parent Crown corporation shall forthwith notify the appropriate Minister and the President 
of the Treasury Board of the name of any corporation that becomes or ceases to be a wholly-owned 
subsidiary of the corporation. 1984, c. 31,s. 11. 


150. (1) Each parent Crown corporation shall, as soon as possible, but in any case within three months, 
after the termination of each financial year submit an annual report on the operations of the corporation in 
that year concurrently to the appropriate Minister and the President of the Treasury Board, and the 
appropriate Minister shall cause a copy of the report to be laid before each House of Parliament on any of 
the first fifteen days on which that House is sitting after he receives it. 
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Reference to (2) An annual report laid before Parliament pursuant to subsection (1) stands permanently referred to 
committee such committee of Parliament as may be designated or established to review matters relating to the 
businesses and activities of the corporation submitting the report. 


Form and contents (3) The annual report of a parent Crown corporation shall include 
(a) the financial statements of the corporation referred to in section 131, 
(b) the annual auditor’s report referred to in subsection 132(1), 
(c) a statement on the extent to which the corporation has met its objectives for the financial year, 


(d) such quantitative information respecting the performance of the corporation, including its 
wholly-owned subsidiaries, if any, relative to the corporation’s objectives as the Treasury 
Board may require to be included in the annual report, and 

(e) such other information as is required by this or any other Act of Parliament, or by the 
appropriate Minister, the President of the Treasury Board or the Minister of Finance, to be 
included in the annual report, 
and shall be prepared in a form that clearly sets out information according to the major 
businesses or activities of the corporation and its wholly-owned subsidiaries, if any. 


Idem (4) In addition to any other requirements under this Act or any other Act of Parliament, the Treasury 
Board may, by regulation, prescribe the information to be included in annual reports and the form in which 
such information is to be prepared. 1991, c. 24, s. 49. 


Annual consolidated 151. (1) The President of the Treasury Board shall, not later than December 31 of each year, cause a copy 
report of an annual consolidated report on the businesses and activities of all parent Crown corporations for their 
financial years ending on or before the previous July 31 to be laid before each House of Parliament. 


Reference to (2) An annual consolidated report laid before Parliament pursuant to subsection (1) stands 
committee permanently referred to such committee of Parliament as may be designated or established to review 
matters relating to Crown corporations. 


Contents (3) The annual consolidated report referred to in subsection (1) shall include 


(a) a list naming, as of a specified date, all Crown corporations and all corporations of which any 
shares are held by, on behalf of or in trust for the Crown or any Crown corporation; , 


(b) employment and financial data, including aggregate borrowings of parent Crown corporations; 


and 
(c) such other information as the President of the Treasury Board may determine. 1984, c.31, 
Sal 
Annual report 152. (1) The President of the Treasury Board shall, not later than December 31 of each year, cause to be 


laid before each House of Parliament a copy of a report indicating the summaries and annual reports that 
under this Part were to be laid before that House by July 31 in that year, the time at, before or within which 
they were to be laid and the time they were laid before that House. 


Attest (2) The accuracy of the information contained in the report referred to in subsection (1) shall be 
attested by the Auditor General of Canada in the Auditor General’s report to the House of Commons. 1991, 
@, ZA s, ala, 
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Appendix C Reports of the Standing Committee on Public Accounts to the House of Commons, 2003-04 


The following reports have been tabled since our November 2003 Report was published. They are available on the Web 
site of Canada’s Parliament (www.parl.gc.ca). 


37th Parliament, 2nd Session 


Report 24—Chapter 10 (Department of Justice—Costs of Implementing the Canadian Firearms Program) of the 
December 2002 Report of the Auditor General of Canada (presented in the House, 30 October 2003) 


Report 25—Chapter 5 (Citizenship and Immigration Canada—Control and Enforcement) of the April 2003 Report of the 
Auditor General of Canada (presented in the House, 6 November 2003) 


Report 26—Chapter 4 (Correctional Service Canada—Reintegration of Women Offenders) of the April 2003 Report of the 
Auditor General of Canada (presented in the House, 6 November 2003) 


” 
37th Parliament, 3rd Session 


Report 1—Whistle-blowing legislation (presented in the House, 25 February 2004) 
Report 2—Whistle-blowing legislation (presented in the House, 12 March 2004) 


Report 3—Peer Review Report on the value for money practices of the Office of the Auditor General of Canada (presented 
in the House, 1 April 2004) 


Report 4—Report of the Auditor General of Canada on the Office of the Privacy Commissioner of Canada (presented in 
the House, 19 April 2004) 


Report 5—Legal fees of public servants who have been called to testify (presented in the House, 21 April 2004) 
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Appendix D Report on the audit of the President of the Treasury Board’s report to Parliament 


Tablings in parliament for parent crown corporations: annual reports and summaries of corporate plans 
and budgets ' 


The Financial Administration Act requires the President of the Treasury Board to table in each House of Parliament a 
report on the timing of tabling, by appropriate ministers, of annual reports and summaries of corporate plans and budgets 
of Crown corporations subject to the reporting provisions of Part X of the Act. The Act also requires the Auditor General to 
audit the accuracy of this report and to present the results in her annual report to the House of Commons. 


The report on tablings is the responsibility of the President of the Treasury Board and is included in his 2004 Annual 
Report to Parliament-Crown Corporations and Other Corporate Interests of Canada, which must be tabled no later than 
31 December. (The 2004 report had not been tabled at time that our Report was published.) The report on tablings 
allows Parliament to hold the appropriate ministers (and, ultimately, the Crown corporations) accountable for providing, 
within the relevant statutory deadlines, the information required under the Act. Accordingly, the report must indicate “the 
time at, before or within which” the annual reports and the summaries of corporate plans, capital budgets, and operating 
budgets (and amendments to them) were required to be tabled in each House and the date they were actually tabled. 


Auditor’s report 
To the House of Commons 


As required by subsection 152(2) of the Financial Administration Act, | have audited, for the year ended 31 July 2004, 
the information presented in the report Tabling of Crown Corporations Reports in Parliament included in the 2004 
Annual Report to Parliament-Crown Corporations and Other Corporate Interests of Canada. The report is the 
responsibility of the President of the Treasury Board. My responsibility is to express an opinion on this information based 
on my audit. j 


| conducted my audit in accordance with the standards for assurance engagements established by the Canadian Institute 
of Chartered Accountants. Those standards require that | plan and perform an audit to obtain reasonable assurance as to 
whether the information disclosed in the report is free of significant misstatement. My audit included examining, on a test 
basis, evidence supporting the dates and other disclosures provided in the report. 


In my opinion, the information presented in the report Tabling of Crown Corporations Reports in Parliament is accurate in 
all significant respects and in accordance with the section, The Deadlines for Tabling in Parliament. 


The following paragraph highlights certain information that | believe may be of interest to parliamentarians and that is not 
specifically highlighted or disclosed in the report Tabling of Crown Corporations Reports in Parliament in its current 
format. Compared with last year, the timeliness of corporate reporting has improved. 


Our analysis of the information presented in this year’s report identifies 55 documents that were tabled late. This is a 
decrease of 17 over last year. However, the report does not disclose that in 10.instances (18 last year), corporate plans 
were approved by the Governor in Council after the beginning of the period covered by the plans. Furthermore, in 3 of 
those instances (14 last year), the plans were approved more than two months after the beginning of the period covered 
by the plan. 


REGS 


Richard Flageole, FCA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
18 October 2004 
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Appendix E Costs of Crown corporation audits conducted by the Office of the Auditor General of Canada 


The Office is required under section 147 of the Financial Administration Act to disclose the cost of preparing audit 
reports on all Crown corporations (Exhibit E.1), other than those exempted under section 85 of the Act. An audit report 
provides an opinion on a corporation's financial statements and on its compliance with specified authorities. It may also 
report on any other matter deemed significant. 


The Office is required by section 68 of the Broadcasting Act to report the cost of any audit report on the Canadian 
Broadcasting Corporation. For the fiscal year ended 31 March 2004, the full cost of the annual audit report was $698,535. 


In 2003-2004 the Office completed the special examination of seven Crown corporations. 


A special examination determines whether a corporation’s financial and management control and information systems 
and its management practices provide reasonable assurance that 

¢ assets have been safeguarded and controlled; 

* financial, human, and physical resources have been managed economically and efficiently; and 

* operations have been carried out effectively. 


The costs of the special examinations were 


Cape Breton Development Corporation $ 434,990 
Defence Construction Limited 181,470 
Federal Bridges Corporation Limited Sle oS 
Pacific Pilotage Authority Canada 1265973 
VIA Rail Canada Inc. UI olay! 
Canada Development Investment Corporation (joint auditor) 61,648 
Canada Mortgage and Housing Corporation (joint auditor) 829,487 
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Exhibit E.1 Cost of preparing annual audit reports for fiscal years ending on or before 31 March 2004 


; Fiscal year ; 

se RPOWD COWDOIRUON | ended | Cost 
Atlantic Pilotage Authority - . 7 31.12.03 $70,230 
Atomic Energy of Canada Limited (joint auditor) 31.03.04 279,457 

~ Blue Water Bridge Authority 31.08.04 48,200 
Business Development Bank of Canada (joint auditor) 31.03.04 319,887 
Canada Deposit Insurance Corporation 31.03.04 93,921 
Canada Development Investment Corporation (joint auditor) Sl IA208 65,860 
Canada Lands Company Limited (joint auditor) 31.03.04 310,485 
Canada Mortgage and Housing Corporation (joint auditor) Sl 2 JO)s! 287 ,889 
Canadian Commercial Corporation SOs 04 110,736 
Canadian Dairy Commission 31.07.03 iSt228 
Canadian Museum of Civilization 31.03.04 99,650 
Canadian Tourism Commission Si Os a) comes 
Canadian Museum of Nature 31.03.04 106,662 
Cape Breton Development Corporation 31.03.04 106,461 
Cape Breton Growth Fund 31.03;04 33,026 
Canadian Air Transportation Security Authority 31.03.04 308,520 
Defence Construction (1951) Limited 31.03.04 74,597 
Enterprise Cape Breton Corporation 31.03.04 O7,226 
Export Development Canada S208 600,438 
Farm Credit Canada 31.03.04 SOPITY 
Federal Bridge Corporation Ltd. 31.03.04 34,435 
Freshwater Fish Marketing Corporation 30.04.03 SRS 
Great Lakes Pilotage Authority SlalZI03 115,694 
Laurentian Pilotage Authority Sl Z03 76,825 
Jacques Cartier and Champlain Bridges Incorporated 31.03.04 86,491 
Marine Atlantic Inc. Sil 2708) PSI Shee) 
National Capital Commission 31.03.04 - 188,824 : 
National Gallery of Canada 31.03.04 99,986 
National Museum of Science and Technology 31.03.04 65,162 
Old Port of Montreal Corporation Inc. 31.03.04 202,822 : 
Pacific Pilotage Authority Su2,03 45,807 
Queens Quay West Land Corporation 31.03.04 | 43,275 

~ Royal Canadian Mint 31.12.03 . 373,858 

Ridley Terminals Inc. a 31.12.03 ; 71,101 

: Seaway International Bridge Corporation Ltd. 7 31.12.03 es 53,888 

~ Standards Council of Canada pi 31.03.04 52,648 
VIA Rail Canada Inc. (joint auditor) 7 - 31.12.03 284,722 
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